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Agency Income 


RE SOME LINES OF INSURANCE 
more profitable than others 
from an agency standpoint? How 
do you find out? This article pro- 
poses to discuss these problems 
and perhaps point another way to 
more profitable selling. 

The agency discussed in this 
article does a general property, 
casualty and life business, repre- 
senting various fire and casualty 
companies as general agents. It 
does most of the underwriting, 


The author—Mr. Woed is a member of Childs 
and Wood, general insurance agency, Chicago, 
which he joined immediately after graduation 
from Dartmouth College in 1933. He became 
an associate of the Casualty Actuarial Society 
in 1937, received the CPCU designation in 
1946 and was president of Chicago chapter 
of CPCU in 1949. 
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typewrites policies, reports to its 
companies monthly on an account 
current basis, collects and remits 
premiums and in general acts as an 
autonomous branch office for its 
companies. In some cases, how- 
ever, the agency also acts 
broker, placing business with com- 
panies for which it does not act as 
agent, 

The agency’s selling is done by 
the principals, agency employees 
and independent brokers. Because 
of these different sales methods, it 
is necessary for purposes of this 
analysis to distinguish “selling” 


as 
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expense from “servicing” expense. 
The former includes brokerage 
commissions to the brokers, salary 
and bonus to agency employees 
who sell (the equivalent of “bro- 
kerage” paid to brokers for sub- 
stantially the same work) and 
salaries or their equivalent to the 
agency principals, plus, of course, 
other expenses such as secretarial 
services, rent, etc. definitely allo- 
cable to selling efforts. 

The servicing expense is made 
up of underwriters’ salaries, sala- 
ries for policy typists, bookkeepers, 
file clerks, rent for the space they 
occupy and other expenses alloca- 
ble to the underwriting and serv- 
icing function. In order to analyze 
agency operations, this agency for 


many years has treated all business 
business crediting 


as “brokerage” 
regular brokerage commissions to 
the brokers on premiums they pro- 
duce and crediting to the agency 
the equivalent of brokerage com- 
missions on premiums produced by 
the agency principals and selling 
employees. In this way, the so- 
called overwriting commission on 
all premiums is segregated. Except 
for selling expense on agency di- 
rect business (business produced 
by the principals and agency em- 
ployees), all expense must be cov- 
ered by the overwriting commis- 
sion. 

This article will 
relationship of the 


consider the 
overwriting 
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commission to the underwriting 


and servicing expense. 
INCOME INFORMATION 


In addition to knowing the over- 
writing commission, it is necessary 
to obtain the number of transac- 
tions or items, which is a rough 
measure of work performed. “Item” 
is any premium or return premium 
transaction affecting one policy 
and recorded at one time. For ex- 
ample, automobile bodily injury 
property damage liability, 
medical payments, comprehensive 
fire and theft and collision insur- 
ance may involve five different 
premium computations but they 
are treated as only one item, if all 
of them are charged on one policy 
at one time. In other words, the 
considered 


and 


entire policy is one 
transaction. 

On the other hand, if the auto- 
mobile physical damage insurance 
is written in a separate company 
or separate policy there may be the 
same five premium entries, but 
there will be two items recorded 
in the item count. Endorsements 
and cancellations are treated in 
similar fashion. No consideration is 
given in the item count to endorse- 
ments not involving a premium, 
although obviously the preparation 
of such endorsements involves 
work, The item count is only a 
rough measure of work performed 
since it is apparent to any agent 
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that the preparation of a compli- 
cated compensation 
policy involves considerably more 
effort than the writing of a com- 
prehensive personal liability policy, 
even though only one premium en- 


workmen’s 


try may be recorded for each. 
On the other hand, it 
prising how many of the costs of 


is sur- 


operation are the same or approxi- 
mately the same regardless of the 
type of insurance. For example, 
billing, posting to accounts receiv- 
able and accounts current, posting 
cash, filing, etc. about the 
same regardless of premium size 
or kind of insurance. 


are 


Overwriting commission and 
item count are available by lines 


of insurance. This hypothetical 


agency has found it desirable to 
classify fire and casualty lines into 


32. different each of 
which can apply to account cur- 
rent business and business placed 


on a brokerage basis with others. 


categories, 


This division has revealed informa- 
tion which would not otherwise be 
apparent. 

Thus on the income side we have 
dollars of income and approximate 
number of work units by line of 
insurance. 

The following table shows this 
“income information” for an actual 
agency. For the purpose of dis- 
guise, the dollars of overwriting 
commission and the actual number 
of items have been divided by a 
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common factor to the 
figures in the table. 

Although these figures, there- 
fore, represent only a fraction of 
the true figures, the relationship 
between them remains the same 
and they validly illustrate the sub- 
ject matter of this article. 


produce 











Donald M. Wood, Jr. 


The column “Overwriting Com- 
mission per Item” shows the actual 
figures based on the original data. 
It should be observed that the lines 
of insurance are ranked according 
to overwriting commission per item, 

The cumulative columns are in- 
serted for use in the preparation 
of the Break-Even Chart (Fig. 2) 
which will be described later. 
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Line of 
Insurance 


Fidelity-Forgery ... $ 314 
Workmen’s Comp... 834 
Liability—Other . 653 
Miscellaneous 554 
Pers. Prop. Fitr..... 316 
Automobile . . 2333 
Fire—Other 

Jewelry—Fur .. 

Glass baie 
Fire—Dwelling .... 
Jewelry 

Residence Theft .... 
Personal Liability. . . 
Accident & Health. . 


Totals.... $6590 


UNDERWRITING EXPENSE 


Underwriting expense which was 
described above is allocated as 
carefully as possible out of total 
expense. This is not as difficult as 
it may seem since in any insurance 
agency most consists of 
salaries and unless individuals in 
the agency have a multitude of dif- 
ferent duties, their salaries can be 
pretty well assigned to either un- 
derwriting and servicing or to sell- 
ing. Other expense can be similarly 
allocated. 

If the agency is departmental- 
ized, underwriting expense can be 
further segregated by underwriting 
departments. If the agency has, for 
example, a department which con- 
fines itself to automobile under- 
writing, another department which 
does the underwriting of fire and 


expense 


Overwriting 
Commission 
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Overwriting Cumulative Totals— 
Commission Overwriting 
Items per Item Commission Items 


9 $34.28 $ 314 9 
46 18.04 1148 55 
51 12.74 1801 106 
69 7. 2355 175 
40 2671 215 

303 5004 518 
137 5835 

5 5863 

12 5922 
6346 
6389 
6442 
6494 
6575 
6590 


Ene ane ID G4? G0 De ER GA BO A ™ 
pind po 


| — 
> 
oS 


916 $7.20 


allied lines, another underwriting 
workmen’s compensation and gen- 
eral liability and other departments 
handling the remaining lines of in- 


surance, it is possible to allocate 
the underwriting expenses by de- 


partments. But such _ refinements 


need not concern this analysis. 
FIxED AND VARIABLE EXPENSE 


In all but the smallest agencies, 
the agency staff will consist of the 
owner or owners who are usually 
the principal salesmen, one or more 
chief underwriters, some assistant 
underwriters as needed to process 
the volume of business handled, 
policy typists, file clerks, a head 
bookkeeper and perhaps several 
assistants, stenographers whose 
principal duties are the writing of 
letters, and perhaps other em- 
ployees. Often one person will per- 
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form several of these functions. 
The larger the agency, of course, 
the more employees it will require. 
As a small agency expands it will 
add to its staff assistant under- 
writers, additional policy typists, 
additional bookkeepers, file clerks, 
etc. On the other hand, even with 
expansion, it will not have to in- 
crease its staff of chief underwrit- 
ers, it will still have only one head 
bookkeeper, it will still have the 
original number of owners and un- 
less it outgrows its office space, 
it will not have to increase its ex- 
pense for rent, 

The foregoing is another way of 
saying that 
penses are relatively fixed regard- 
less of the volume of business as 
and other 


certain agency ex- 


measured by “items” 


expenses are variable almost in di- 


rect proportion with the volume. 
which are 


In general, expenses 
relatively fixed over a wide range 
of volume are salaries of the 
principals, rent, depreciation on 
furniture and fixtures, 
key employees, etc. Those expenses 
which are variable almost directly 
with volume are the cost of bill 
heads, stationery, postage, carbon 
paper, etc. Expenses which are 
lesser extent are 


salaries of 


variable to a 
salaries of typists, clerks and as- 
sistants can be added or 
dropped as the volume of work 
warrants. To the extent that typ- 
ists or other people are employed 


who 
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on an hourly basis or piece-work 
basis, their cost might be as varia- 
ble as billheads, stationery and 
postage. 

In reckoning the total under- 
writing expense, the fixed and vari- 
able factors must be added. If the 
sum of the fixed and variable ex- 
penses is divided by the number 
of items processed, the result will 
be an average cost per item. Keep- 
ing in mind the concept of fixed 
and variable expenses, it is appar- 
ent that the per will 
vary with volume and should not 
be treated as a flat amount re- 
gardless of the number of items. 
While variable expenses will tend 
to be the same for any volume of 
transactions, fixed 
per item basis will obviously de- 
crease as more items are handled. 


cost item 


expenses on a 


Break-Even Cuart 


The Break-Even Chart (Fig. 1) 
illustrates the behavior of fixed and 
variable expenses for different vol- 
umes of business during a particu- 
lar period of time. The figures are 
hypothetical but bear the proper 
relationship to one another based 
on one agency’s experience. The 
line O-X represents 
commission which at a volume of 
1,000 items is $7,200 or an average 
of $7.20 per item. 

The vertical distance O-A 
($3,100) represents the fixed ex- 
pense for the same period of time. 


overwriting 
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This expense must be paid regard- 
less of number of items processed. 
The line A-Y portrays the variable 
expense which is calculated at 
$3.10 per item. Thus the point Y 
is located at $6,200 which is made 
up of 1,000 items at $3.10 each 
plus a fixed amount of $3,100. At 
500 items, the expense would be 
$1,550 (variable) plus $3,100 
(fixed) or a total of $4,650 as 
shown in Fig. 1. 

The chart gets its name from the 
point where the lines O-X and A-Y 
intersect, at approximately 760 
items. This is the point where in- 
come equals expense and the agen- 
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cy “breaks even.” At any point 
beyond 760 items the agency will 
make a profit and with any lesser 
volume it will sustain a loss. The 
profit or loss is measured by the 
vertical distance between the two 
intersecting lines. 

This chart emphasizes that it is 
meaningless to speak of the agency 
expense per item without knowing 
the element of fixed expense and the 
number of items. At 1,000 items, 
the cost per item is $6.20 but at 
500 items it is $9.30 and at 250 
items it jumps to $15.50! 

A variation of the break-even 
chart is the graph shown in Fig. 2. 
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IDENTIFICATION KEY TO FIG. 2 (above): 
Symbol-Coverage 


A) Fidelity-Forgery 

B) Workmen’s Compensation 
c) Liability-Other 

D) Miscellaneous 

E) Personal Property Floater 
F) Automobile 

G) Fire-Other 

H) Jewelry 


( 
( 
( 
( 
( 
( 
( 
( 


Whereas the break-even chart 
lumps all income together, the 
chart in Fig. 2 shows the income 
divided by lines of insurance and 
ranked in the order of overwriting 
commission per item starting at 
the left with the largest and end- 
ing at the right with the smallest. 
This chart is plotted from the table 
showing dollars of overwriting 


(1) Glass 

(5) Fire-Dwelling 

(Kk) Jewelry 

(L) Residence Theft 
(mM) Personal Liability 
(N) Accident and Health 
(o) Fur 


commission and number of items 
by line. Points on the chart are 
taken from the cumulative totals. 
The curved line which is the in- 
come line shows the relative in- 
come per item by its slope, the 
steeper the slope the greater the 
income per item. When the slope 
of the income line becomes less 
than the slope of the expense line, 
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the income per item is less than 
the variable expense per item, in- 
dicating a loss on that particular 
class of business, So long as the 
slope of the income line is greater 
than the slope of the expense line, 
income per item is greater than 
variable expense per item. 
Examine the chart and see how 
there is a profit in each line 
from Fidelity-Forgery (A) on up 
through Jewelry (H). The slope of 
the Jewelry line is almost exactly 
the same as the slope of the varia- 
ble expense line and the figures 
from the table confirm this, the 


income per item for jewelry insur- 
ance being $3.48 and the variable 
expense being $3.10 per item. To 
the right of Jewelry, we find Resi- 


dence Theft (L), Personal Liabil- 
ity (M), Accident and Health (N) 
and Fur Insurance (O). The slope 
of their lines is less than the slope 
of the expense line, hence a loss 
on these lines is indicated. 

If the agency were to write more 
business consisting of nothing but 
accident and health, for example, 
the income line would be extended 
to the right at the same slope as 
the present Accident and Health 
line and the expense line would 
similarly be continued upward to 
the right. Eventually the two 
would meet; ultimately the income 
line would fall below the expense 
line and the agency would lose 
money. This is confirmed by the 
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figures. If income per item is $1.40 
and additional expense averages 
$3.10, there is a loss on each trans- 
action of $1.70. 

The converse of this appears if 
the agency were to discontinue 
writing all lines of insurance be- 
yond Jewelry. Profit is indicated 
by the difference in vertical dis- 
tance between the income and ex- 
pense lines. At the far right the 
difference is about $600 and at the 
right end of Jewelry it is over 
$800. In other words, the profit 
would be about $200 or one-third 
greater if the agency didn’t have 
to write the unprofitable lines to 
the right of Jewelry. Going a step 
further, if the agency could 
substitute more Fidelity-Forgery, 
Workmen’s Compensation, Auto- 
mobile, General Liability and Per- 
sonal Property Floater insurance 
for the kinds of insurance to the 
right of Automobile (F) the profit 
could be tremendously increased. 
Visualize how the slope of the in- 
come line would extend it above 
the expense line. Without going 
into details, the break-even point 
would also be moved to the left 
and the agency would be in a 
much better position to withstand 
a reduction in business if there 
should be a “recession” in business 
conditions. 


CONCLUSIONS 


What can be done about this 
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situation? In order to give complete 
protection to his customers, the 
agent must write personal liability 
insurance, he must write accident 
and health insurance, fur and 
jewelry insurance. He also must 
give his companies a balanced book 
of business from their point of 
view. Without even trying to re- 
duce operating expenses, however, 
the agent can do a number of 
things to improve the profit picture 
on these lines, 

First of all, he can combine the 
unprofitable lines with others. For 
example, personal liability insur- 
ance might be combined with auto- 
mobile liability either in a combi- 
nation policy or by endorsement. 
Such a policy could be processed 
as one item instead of two without 
much more than a little extra un- 
derwriting expense. Or jewelry and 
fur insurance could be combined. 
If the customer’s wife has her 
diamond rings and watches insured 
in one policy and her fur coat in- 
sured in another, the two could be 
written in one contract. As con- 
firmation of larger income per item, 
see the chart, Figure 2, which 
shows the combination Jewelry-Fur 
policy as being considerably more 
profitable than the two lines writ- 
ten separately. Another alternative 
with these lines is to combine them 
with the personal property floater 
policy thus perhaps reducing three 
items to one item. Customers who 
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carry residence theft insurance 
might be up-graded to the personal 
property floater, which would elim- 
inate the need for a separate resi- 
dence theft policy and a separate 
household contents fire policy. Or 
the household dwelling and con- 
tents fire insurance, residence theft 
and_ personal liability 
might be combined into one home 
owner's policy. 

These combinations, by reduc- 


insurance 


ing the number of items, should 
lead either to a reduction in varia- 
ble expense 
pacity for handling more business. 
The latter is of course to be pre- 


or to increased Ca- 


ferred. 
Another 
profitability is to write the insur- 
ance for a longer term, Small fire 
policies can be written for five 
years (advance premium) instead 
of one year, or three or five years 
on the installment or re- 
newal plan. Jewelry and fur in- 
surance can be written for three 
years with the entire premium paid 
in advance. Personal liability and 
residence theft insurance can be 
written for three years instead of 
one. Accident and health insurance 
can be written for an annual pre- 
mium instead of on a quarterly 


means of increasing 


annual 


premium basis. 

Amounts of insurance can be in- 
creased. Under-insurance in many 
lines is still prevalent. A man who 
took out an accident policy ten 
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years ago which would pay him 
$50 a week in case of disability 
might be a prospect for $150 a 
week coverage today. Not only has 
inflation just about doubled prices 
in the last ten years, but the man 
also may have a more responsible 
job. Residence theft and dwelling 
and contents fire insurance similar- 
ly may not have been increased to 
keep pace with today’s inflated 
values. The customer who was 30 
years old in 1948 had at that time 
perhaps been married only a few 
years and had a small house with 
very little furniture. Today he is 
40 years old, has a much better 
job, more children, a larger house 
and substantially more values to 
insure. It is not only the dollar 
value which has been inflated but 
it is also the increase in size of 
family, increase in size of dwelling, 
and other factors which make for 
greater exposure to loss, 

While a conscientious agent does 
not want to refuse to write insur- 
ance for anyone, he may be forced 
to refuise or at least discourage the 
writing of small premiums. One 
way to do this might be to reduce 
commission to sub-producers or 
brokers on small premiums. While 
such action on the face of it would 
not be very popular with the sub- 
producer, it might actually redound 
to his benefit. It would encourage 
him to sell policies with larger 


premiums. This would not only 
benefit the agency but the producer 
himself. Just like the agency, there 
is a limit to the number of policies 
a producer can sell and service 
without hiring an assistant. If he 
can reduce the number of policies 
he writes and services without re- 
ducing the dollar volume of pre- 
mium, he will find his work much 
easier and his opportunities greater 
We 
have actually used such a _tech- 


for increasing his business. 


nique and it has produced amazing 
While 
grumbling when the plan was first 


results. there was some 
put into effect, the premium vol- 
ume in the affected lines of insur- 
ance has substantially 
and the 


increased 
overwriting commission 
per item is much larger than be- 
fore. The income earned by sub- 
producers has not only increased 
in absolute amount but also on a 
per item basis. It might even be 
said that the customer has gained 
too because his insurance is now 
more adequate than formerly. 
The 
use the controls described above is 
available in any agent’s office. If 
the agent sets up a routine for 
getting the information regularly, 
he will find it very useful and he 
will be able to realize some of the 
objectives of more profitable op- 


information necessary to 


eration. 





Commercial banks now have 
a new program of excess cov- 
erage protection that fulfills 
a real need. This magazine is 
proud to present information 
on “discovery” type insurance. 


News for Commercial Banks 


ENSATIONAL AND DRAMATIC news 
S of great interest to all commer- 
bankers was announced on 
January 11, 1954. Occasionally 
large bank losses carry some 
aspects which are dramatic but it 
is a rare case in which the handling 
of forms and rates and the solution 
of coverage problems for financial 
institutions is anything but prosaic. 

Not since the announcement of 
the broad and complete Form #24 
Bankers Blanket Bond has there 
been anything as new or as sweep- 
ing in its implications as the pro- 
gram announced January 11th by 
the Surety Association of America. 
Only then were commercial banks 
able to purchase “discovery” type 
protection on a truly comprehen- 
sive excess basis. For the first time 


cial 


The author—Mr. Cooper is fidelity manager 
of National Surety Corp. He entered the 
insurance business in 1927 and has broad 
experience as a claims adjuster, underwriter, 
-alesman and teacher. In 1939 he located in 
New York as sales manager of fidelity and 
burglary lines. He joined National Surety in 
1943, and was appointed to his present po- 
sition in i950. 


By C. S. COOPER 


since the principle of blanket pro- 
tection for financial institutions 
came into existence, blanket excess 
insurance limited to dishonest acts 
of employees became available to 
all commercial banks. History has 
been made. 

Consistently, over the years com- 
producers have en- 
deavored to sell banks higher 
limits. However, many banks have 
additional 


panies and 


been reluctant to pay 
premium for protection they have 
thought was not required. The pro- 
tection for which they have felt 
a real need, namely, that against 
dishonesty solely, has not been 
available. The new program of ex- 
cess coverage will undoubtedly 
change bankers’ thinking. A banker 
may now select the form of bond 
best suited to his bank’s needs in 
the exact amount which he feels is 
required. 
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The Association’s new program 
not only is a dramatic evidence of 
the manner in which a business 
meets in full measure the modern 
requirements of its customers but 
it is also a carefully developed plan 
representing the most complete 
protection available. The new phi- 
losophy behind this advanced pro- 
gram of excess protection for com- 
mercial banks has led to the de- 
velopment of three forms of cov- 
erage which, with a new excess 
rating program, result in a reduc- 
tion of existing rates for excess 
coverage where adequate amounts 
of underlying coverage are carried. 


CovERAGE NEED EMPHASIZED 


The need for substantial in- 
creases in coverage has long been 
emphasized by the experience of 
banks and their insurors, but this 
became particularly apparent dur- 
ing the past several years. Recom- 
mended amounts of minimum pro- 
tection against the most severe 
hazards to which every bank is 
exposed, namely, embezzlement, 
burglary and robbery have been in 
use for many years. 

The American Bankers Associa- 
tion, Federal Deposit Insurance 
Corporation and bank examiners 
have tried to acquaint banks with 
the necessity for higher limits. In- 
creases in the limits of insurance 
under all forms of blanket bonds 
for banks have been rather numer- 
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ous and, in some cases, very sub- 
stantial. Nevertheless, some banks 
have been forced to close entirely, 
or merge with other banks, because 
of catastrophic losses not fully in- 
sured. Perhaps inflation is largely 
responsible for these sizable losses. 
Perhaps there have been, and still 
are, other causes. Whatever has 
produced sizable losses, the fact re- 
mains that banks have turned to 
surety companies for improved 
protection. The new forms of ex- 
cess coverage for banks are the 
answer to that demand. 

The need is very real, Let no one 
fee] that catastrophic losses are be- 
hind us. They can occur, or be dis- 
covered, at any time and undoubt- 
edly such will continue to be the 
case. Because of this, every pro- 
ducer and underwriter concerned 
with bank protection should be 
thoroughly familiar with the new 
forms and rates and with the rea- 
sons for the demand for coverage. 

American Bankers Association 
suggested amounts of coverages 
depend upon bank deposits. In No- 
vember 1951, the Insurance and 
Protective Committee of the Asso- 
ciation compiled figures which are 
sufficiently graphic to arm _ pro- 
ducers with all the necessary facts 
to convince the Board of Directors 
or Executives of any commercial 
bank that one of the four new 
forms of Excess Coverage will fit 
that bank’s needs. This compila- 
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tion included 13,150 commercial 
banks with deposits ranging from 
less than $300,000 to over $2,000,- 
000,000. In the first group there 
were 137 banks. In the last group 
only seven. Eighty-eight per cent 
(88%) of these 13,150 banks had 
deposits of $10,000,000 or less. 
The American Bankers Association 
suggested higher amounts of cov- 
erage range from $20,000 for 
banks with the lowest deposits to 
$175,000 for banks with deposits 
from $7,500,000 to $10,000,000. 
Surely $175,000 is not very much 
insurance for banks of this size 
but, in November 1951, (the latest 
compilation) among the 609 banks 
in this group there were 109 banks 
which carried less than the mini- 
mum suggested amount which is 
only $100,000. Of the 11,609 banks 
with deposits up to $10,000,000 
nearly 23% carried Bankers Blanket 
Bonds with limits below the lowest 
suggested amount. 

In the forty-six month period 
starting with January 1, 1948, 
there were twenty-two bank losses 
in excess of the higher suggested 
amount of coverage, All but one of 
these losses occurred in banks 
with deposits of $10,000,000 or 
less. The smallest of these losses 
was $42,920; the largest was $900,- 
000, but it should be noted that the 
largest loss occurred in a bank 
which had deposits of less than 
$2,000,000. 
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All bank executives realize fully 
management’s_ responsibility to 
stockholders and recognize as well 
management's obligation to deposi- 
tors. Bankers are also public 
spirited and admit and strive to ful- 
fill the banks duty to the commu- 
nity. However, many of them be- 
lieve sincerely that a catastrophic 


C. S. Cooper 


loss really cannot happen in the 
bank for which they are responsi- 
ble. 

Detailed and lengthy study by a 
great many technicians was neces- 
sary before the program which be- 
came effective January 11 could be 


announced. Loss were 
necessary to determine the num- 
ber and size of losses in relation 


to bank deposits and suggested 


surveys 
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amounts. The surveys also con- 
sidered periods of concealment, an 
important factor in determining 
the necessity for, and practicality 
of, a “discovery” bond. Rate studies 
to arrive at probable modification 
of existing rates and the effect 
of such changes on projected rates 
took hours. An analysis of existing 
forms was undertaken to enable 
preparation of the necessary new 
bond forms and the rider required 
to modify Form #2 to comply with 
the program. Thoughtful attention 
was directed toward the effect of 
such a major step on all branches 
of the banking industry as well as 
on those who would underwrite the 
plan. 

Each of these phases of prepa- 
ration took time, but the results 
justify it. Only because so many 
companies participated in the de- 
liberations and worked together 
harmoniously was it possible to 
amass the figures and assemble the 
wealth of information which had to 
be studied. Each of the companies 
concerned appreciated the respons- 
ibility which the insurance industry 
has to banks and each was well 
aware also of its responsibility to 
the industry. Not long after a pro- 
gram such as this becomes avail- 


able it is accepted as standard by 


all companies. 
Now a bank may have adequate 
under one or 


excess protection 


more of the following forms: 
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1. Excess Bankers Blanket 
Bond Form #2 with Discovery- 
Deductible Rider 

2. Excess Bank Employee 
Dishonesty Blanket Bond Form 
#27 (Loss Sustained Form) 

8. Excess Bank Employee 
Dishonesty Blanket Bond Form 
#28 (Discovery Form) 

4, Excess Bankers Blanket 
Bond Forms #2 and #24 (Loss 
Sustained Form) 

An outstanding feature of this 
program is the fact that as a basis 
for the two new bond forms, 
Form #2 has been used. Form #2 
is, historically, the choice of many 
banks desiring excess protection. It 
is a more narrow form than Form 
#24, and it is less expensive. 
Above all, it is a form which has 
been in use for many years. Its 
terms are familiar to the Insurance 
and Protective Committee of the 
A. B. A. The Digest of Bank In- 
surance published by that Associa- 
tion outlines the form in detail. 
The form is also well known to 
bank officials, bank attorneys, in- 
surance company claim men and 
producers. A bank need have no 
fear that because of untried 
phraseologies or untested provi- 
sions a loss payment may be de- 
layed or denied. Years of testing 
and trying are necessary to season 
many contracts, particularly con- 
tracts of insurance. 

Form #2 is fully seasoned. Be- 
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Some banks have been forced to close because of catastrophic fidelity losses 


cause of this fact, Form #2 as 
modified to cover only employee 
dishonesty (Form 27), and Form 
#2 as changed to cover only em- 
ployee dishonesty on a “discovery 
basis” (Form 28) are already sea- 
soned forms. The importance of 
this fact cannot be overemphasized 
and should be stressed by all pro- 
ducers when presenting the forms 
to a banker. 


The “discovery” principle is not 
new in the field of employee dis- 
honesty, but it is new in the field 
of Bankers Blanket Bonds. The 
terms “loss sustained basis” and 
“discovery basis” need not be 
confusing. A bond which covers on 
a “loss sustained basis” covers only 
those losses which are actually 
sustained, or, in other words, which 
actually “occurred” while the bond 
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is, or was, in effect. A “discovery 
basis” bond protects the insured, 
in this case the bank, against loss 
which is “discovered” while the 
bond is in force even though the 
employee dishonesty may have 
been committed twenty years be- 
fore the time of discovery. The 
protection applies all the way back 
to the date the bank was organized, 
provided the loss is discovered while 
the protection is in force, 

There is an additional, and very, 
very important feature which is 
entirely new. Should a bank decide 
to discontinue purchasing excess 
insurance on a “discovery basis,” 
and not replace the protection in 
whole or in part, the bank has a 
twelve month discovery period 
after discontinuing coverage to dis- 
cover a loss which had been sus- 
tained (actually occurred) but not 
discovered before the insurance 
was terminated. Unlike other bonds 
in which the “discovery basis” has 
been used and which, once termi- 
nated, was of no further value to 
the insured, the new discovery 
forms in this program combine the 
“discovery period” principle with 
the “discovery basis.” 

So many points might be em- 
phasized about these new cover- 
ages that the space available here 
could not accommodate a discus- 
sion of all. Let us outline just three 
more. 

1. A banker may select the 


March 


amount of protection he wishes 
to buy. Under the new plan no 
required amount of excess cover- 
age has been established con- 
trary to some of the earlier pro- 
grams. This feature maintains 
the flexibility of the plan and 
demonstrates further how the 
needs of an individval bank can 
be met. 

2. All forms and rates have 
the approval of Insurance De- 
partments in all states. Bankers, 
through their associations, have 
requested excess protection in 
the American insurance market. 
One of the great advantages of 
this is that the entire program 
was submitted to and approved 
by the proper supervisory bodies 
in every state, thereby making 
it completely legal for producers 
to sell, and banks to buy, these 
new excess forms, From the out- 
set Insurance Departments evi- 
denced interest in the program 
and their prompt attention to 
the filings made with them 
helped make the plan available 
to bankers at an early date this 
year. 

3. In preparing rates every 
effort was made to keep the cost 
of these coverages reasonable 
and fair. This is best demon- 
strated by the fact that the rat- 
ing formula for the new program 
actually produces reductions in 
some existing excess rates. The 
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rates for all excess forms stem 

from established rates which 

have been in use for many years. 

The scales of discounts have 

been set after a complete study. 

They are reasonable and non- 

discriminatory. The range of 

rates, together with the other 
flexible features of the plan, 
make it possible for all banks to 
take advantage of the protection 
with full assurance that they are 
getting the best excess protection 

value. Bonds are available on a 

three year basis at the same 

saving as that for “basic,” or 

“underlying” bonds. 

No attempt has been made here 
to go into detail about rates. New 
manual pages, which are complete 
and self-explanatory, were distrib- 
uted to all manual holders in Janu- 
ary. Facility in the computation of 
premiums can best be gained by 
working out a program for a bank. 
The tables on pages FI 25 (h) and 
(i) are for banks with less than 
twenty-five employees and with de- 
posits up to $10,000,000. These 
require very little study. The rat- 
ing examples on pages FI 25 (j), 
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FI 25 (k), and FI 25 (1) explain 
how to figure a premium for a 
bank with more than twenty-five 
employees. These will prove very 
helpful and should be _ studied 
thoroughly. 


Agents were so vitally interested 


in excess protection that a few 
months ago they called on their 
companies for a program which 
would meet the present day needs 
of banks. Action taken by the 
National Association of Insurance 
Agents at its mid-year meeting 
April 29 to May 2, 1953, empha- 
sized the demand and stressed the 
earnest efforts of agents to serve 
the banking industry. 

Bonding executives have made 
the coverage available and under- 
writers are ready to help with rat- 
ing problems and the issuance of 
the forms. The major task which 
now remains is to sell the product 
banks need and producers them- 
selves requested. There is a vast 
market and there exists a wonder- 
ful opportunity to truly serve an 
important segment of the insurance 


buying public. 


Some motorists seem to think a locomotive 
whistles at a crossing just to keep up its courage. 
—North Dakota Wahosiyapi 





Court 


Decisions 


LXIX 


ALAN GRELLER, LL.B. 


Liability of Carpet Installer—While 
two employees of a carpet dealer 
were installing carpeting which had 
been recently purchased, it was found 
necessary to remove a grate covering 
a floor furnace beneath the dining 
room of the house. Some time later 
one of the workers told the housewife 
that they were ready to replace the 
grate. She cleaned out the opening 
with the vacuum cleaner and then 
went about the house performing 
other chores. About fifteen minutes 
later one of the workmen called to 
her, asking where he could place a 
door he had removed. As she moved 
into the dining room to direct him to 
the back porch she fell into the floor 
furnace cavity over which the grate 
had not been replaced, and injured 
her knee, sustaining muscular and 
nerve injuries. She sued the dealer 
and the jury brought in a verdict for 
$30,000 in her favor. The appellate 
court affirmed the judgment. (Negra 


v. Lion & Sons Co. (California 1951 ) 
227 P. 2d. 916.) 


v A 7 


Liability of Landlord—A landlord and 
tenant occupied adjoining apartments 
in a duplex house. For several months 
the tenant had complained to the 
landlord that the flooring of the back 
porch on her side of the house was 
sagging. Some time after the last com- 
plaint, the tenant was walking on the 
porch when the floor collapsed, caus- 
ing her to fall and sustain injuries. It 
subsequently was established that the 
collapse was due to a rotten support- 
ing beam which was hidden under the 
flooring. The tenant sued the landlord 
to recover for the injuries and was 
awarded judgment on a jury verdict 
in her favor. The appellate court 
affirmed the judgment. (Kimpson v 
Wingo (Georgia 1951) 65 S. E. 2d 
837). 





With construction in the U. S. 
since World War Il exceeding 
200 billion dollars, producers 
need all the knowledge they 
can get about one of the most 
intricate Inland Marine lines. 


Contractors Equipment Floater 


HE CONTRACTORS EQUIPMENT 

Floater is, as its title indicates, 
a form which has been handled by 
Inland Marine underwriters for 
many years to provide coverage on 
floating and movable equipment. 
When we read from Government 
statistics that construction work in 
the United States since the termi- 
nation of World War II exceeds 
200 billion dollars, it is little won- 
der that this form of insurance is 
ever present in the minds of alert 
producers, brokers and agents, as 
well as Inland Marine underwriters, 
and that it produces an annual pre- 
mium income in excess of 20 mil- 
lions. 

This form of policy has always 
been judgment rated; and hence, 
the necessity for intensive research 
on the part of the underwriter to 
determine the nature of exposure 
as compared to the conditions of 


The author—Mr. Penn is assistant secretary 
of the Home Insurance Co. in charge of In- 
land Marine. He has 25 years experience in 
insurance both in the field and home office. 
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insurance being written. There is 
probably no class of Inland Marine 
which offers so many variations as 
to the type of machinery involved, 
method of operation, purpose, rate, 
financial stability of assured and a 
general history all play an impor- 
tant part in the proper analysis of 
any risk. 


Wuat Is CoverED 


It would be impossible to out- 
line every item covered by this type 
of policy. Types of equipment range 
from a small hand or power unit 
worth a few dollars to a dragline 
used in strip mining weighing from 
50 to 100 tons and having a value 
of several hundred thousand dollars. 
In this wide bracket would be in- 
cluded road graders, steam shovels, 
diggers, power pumps, air compres- 
sors, cement mixers, bulldozers, 
power shovels, trenchers, pile driv- 
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ers, conveyors, hoisting machines, 
offshore drilling machinery, oil drill- 
ing machinery, tractors (unlicensed 
for highway use), and many perti- 
nent items of less value, yet highly 
essential to the performance of a 
given task. 


Wuat CoveracE Is ProvipED 


The different forms of insurance 
for this classification vary equally 
as much as the types of property 
insured. A brief resume of the 
standard from normally used, and 
an outline of exceptions to the nor- 
mal procedure will probably best 
illustrate this feature. 

The normal policy calls for a 
schedule of the items to be insured 
giving a description, manufacturer, 


year built and an amount of insur- 
ance. It insures against the perils 
uf fire and lightning; cyclone, tor- 
nado and windstorm; flood; collapse 
of bridges or culverts; explosion 


(excepting explosion originating 
within steam boilers) ; collision, de- 
railment or overturn while in transit 
by rail or motor vehicles; stranding, 
sinking, fire, collision including 
general average or salvage charges, 
but only while being transported on 
any regular ferry. 

Common exclusions include the 
risks of war; strikers, locked-out 
workers or persons taking part in 
labor disturbances, riots or civil 
commotions; automchiles, trailers, 
semi-trailers and similar convey- 
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ances; plans, blueprints, designs or 
specifications; mechanical break- 
down or damage to electrical appli- 
ances caused by electricity, unless 
fire ensues and then only for loss 
or damage by such ensuing fire; 
loss or damage to property while 
located underground; and infidelity 
of assureds’ employees or persons 
to whom the insured property is 
entrusted. 

While this summary represents a 
general outline of basic conditions, 
it must be recognized that there are 
many variations in forms offered by 
the Inland market which behooves 
every producer to be fully ac- 
quainted with the conditions being 
offered at a given date. 

Some underwriters insure this 
property against all risks of loss or 
damage resulting from any external 
cause and it, of course, follows that 
increased attention is given to the 
exclusions enumerated in the form 
and is also reflected in the rate. 
No prudent underwriter would con- 
sider the writing of offshore drilling 
machinery at the same conditions 
or identical rate with equipment 
used for road construction, and it 
is equally illogical to consider dif- 
ferent risks in a “class” category. 
Very special consideration must 
also be given to risks involving strip 
mining, oil drilling, and any and all 
operations involving equipment 
used underground which could in- 
volve subsidence or collapse, or 





1954 


machinery used in logging or forest 
operations involving a serious fire 
hazard. 

Further study must be made if 
a risk is considered to include loss 
or damage caused by riots or civil 
commotions, or persons taking part 
in labor disturbances. Decision must 
be reached as to whether the type 
of machinery being used and nature 
of contracting being performed is 
susceptible to this type of claim. 
It is a well-known fact that sub- 
stantial claims have been experi- 
enced as the result of including 
coverage for this feature, which 
perils must be considered entirely 
apart from the normal perils under- 
taken in the generally recognized 
standard form. 

No consideration of coverage to 
be provided would be complete 
without some discussion of liabili- 
ties for property not wholly owned, 
even though being used by the 
assured and, conversely, property 
wholly owned by an assured yet not 
in his custody and used by others 
on a rental basis. Obviously, this 
advances the consideration of U & O 
insurance on large items whose use 
may be absolutely essential to a 
given operation, even though it 
could not be replaced without sub- 
stantial expense or delay; yet rental 
may be possible to permit a con- 
tinuation of work. Rental insurance 
can also become a part of the pic- 
ture if the business of an assured is 
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renting machinery; and in the event 
of its loss, rental income would be 
discontinued until replacement 
could be accomplished. 

Discussion of the above features 
naturally brings into consideration 
the terms of Bailment, Bailor and 
Bailee, so important in practically 
all forms of Inland Marine; and 


William Penn 
mention of it here would seem 
essential when it is recognized these 
features must be considered in the 
treatment of a special coverage fea- 
ture for this class. It can best be 
summarized by attempting to learn 
what responsibility is involved, by 
mutual agreement or assumed by 
contract; or none other than the 
burden of proving negligence 
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while insured property is in the 
care and custody of another. While 
these features may not be common 
or characteristic of the class itself, 
they certainly cannot be ignored. 


How Are Po.icies WRITTEN 


Here again we are impressed 
with the flexibility of this form as 
premiums are determined by sev- 
eral different methods. The most 
prevalent being policies written on 
an annual basis for a given pre- 
mium with a definite liability indi- 
cated. This procedure does not meet 
all situations as it is not unusual for 
policies to be written for three years 
at a reduction in rate, and on large 
risks the monthly reporting plan is 
often found practicable together 
with the Automatic Acquisition 
Clause. 

While the normal procedure 
would be to total all individually 
scheduled items to determine the 
limit of liability for the contract, it 
does not necessarily follow that this 
procedure is always feasible; and 
here again a proper analysis is the 
only answer. Many very large risks 


have a widespread distribution op- 
erating at a number of locations. 
Total values would produce a catas- 
trophe limit entirely unnecessary; 
whereas some risks, such as a dam 
or tunnel project, could have a mil- 
lion dollars in values exposed and 
actually subject to one major claim. 
Adequacy of limit is equally of im- 
portance as compared to a definite 
understanding of insuring condi- 
tions. 


FUTURE OF THE BUSINESS 


To any alert producer or Inland 
underwriter this is a field for addi- 
tional premium income, and a field 
that is in need of adequate cover- 
age and protection on the part of 
the insuring public. The producer 
must analyze his needs and risks, 
and the underwriter must see that 
the premium charge is adequate for 
the risks assumed. It is reasonable 
to assume that in our booming 
economy, the Contractors Equip- 
ment Floater will continue to be 
one of significance and importance 
to the insuring public and to the 
insurance industry. 


When it comes to tax reduction, never was so 
little waited for by so many for so long. 


—The Town Journal 





General cover reporting form 
fire insurance is not a new 
development. It is especially 
desirable for businesses of 
single or multiple locations; 
goods of fluctuating values. 


Protect Fluctuating Values 


Wis YOU TELL A prospec- 
tive customer that you can 
provide him with a property dam- 
age fire insurance policy designed 
to fully protect fluctuating values 
as well as automatically cover newly 
acquired locations, you have your 
foot in the door. Then, when you 
explain how the premium for such 
protection will be adjusted at ex- 
piration so that he will be charged 
only for his average value instead 
of his peak value, with no under 
insurance nor over insurance, you 
have the door open. 

In addition, if you are calling on 
a large concern, you can point out 
that graded rate credits as high as 
15 percent for size of premium 
coupled with other graded credits 
up to 15 percent for a favorable 
combination of spread of risk and 


The author—Mr. Norris is assistant manager 
of the General Cover Underwriters Associa- 
tion. He began his career in Cleveland with 
the Ohio Inspection Bureau and later repre- 
sented the Royal Exchange group in Illinois. 
He served in the U. S. Navy as a commander 
during World War II. 
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loss experience may result in a fur- 
ther substantial premium saving. 

These features are all provided 
in general cover reporting form fire 
insurance, which is not a new de- 
velopment. On the contrary, it has 
grown and prospered along with 
American business since World War 
I, and it was especially designed to 
meet the needs of retailers, whole- 
salers and manufacturers of nearly 
all types of goods with fluctuating 
values at single or multiple loca- 
tions. 

It is good news to the producer 
that this coverage is not an experi- 
mental or controversial offering, for 
it is actively sought by many com- 
panies staffed with trained spe- 
cialists who have established a sub- 
stantial market capable of absorbing 
nearly all reasonably good lines. 
Consequently, producers of report- 
ing form fire accounts are not placed 
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in the difficult position of having 
successfully solicited a coverage 
only to find it can’t be placed, 
either because the plan does not 
yet have countrywide approval or 
does not have sufficient acceptance 
by the insurance industry to pro- 
vide adequate capacity. Actually, 
reporting form coverage is offered 
by most stock insurance companies 
to cover widely distributed fluctu- 
ating inventories, plus incidental 
coverage on “improvements and 
betterments” and “furniture and 
fixtures,” thus protecting in one 
policy nearly all contents at one or 
more locations against the perils of 
fire, sprinkler leakage, windstorm, 
hail, explosion, smoke damage, ve- 
hicle damage, falling aircraft, van- 
dalism, and riot and civil commo- 
tion. 

By selling a multiple location 
reporting form policy the producer 
is able to control as one account, 
and receive brokerage on a nation- 
wide basis, business that might 
otherwise be written specifically in 
many accounts. Moreover, the full 
insurance to value, large premium, 
and spread of risk involved in a 
multiple location form tend to facili- 
tate placing coverage on large spe- 
cial hazard risks, and to reduce the 
number of polices required. Indeed, 
some companies have underwriting 
facilities which permit them to 
pyramid general cover liability with 
other liability they might assume at 
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the same location on the building, 
business interruption, or specific 
coverages. 

Besides the tangible advantage 
of fewer policies to process and 
service, the agent or broker is re- 
leased from fear that an error or 
omission on his part in adjusting 
the limit of liability, adding new 
locations, or selling overlapped or 
gapped coverage might result in 
loss of his professional prestige as 
well as the account. It is provided 
in reporting forms that the assured 
must report monthly the values 
meant to be covered at each loca- 
tion, thus serving as a periodic re- 
minder for him to increase limits or 
add new locations. The producer 
as well as the assured is secure in 
the knowledge that coverage will 
never be less than the limit of 
liability, providing value reports are 
accurately submitted within thirty 
days after each month. 

We all know that a Cadillac, 
when used for its intended purpose, 
gives outstanding service, but no 
prudent dealer would sell one to be 
used for hauling mixed cement. 
Similarly, experienced producers 
have found that even a fire insur- 
ance policy as well designed as a 
reporting form will be severely in- 
adequate if not used for its intended 
purpose. So, besides avoiding its 
use for obviously prohibited classes 
listed in the rule book, a competent 
agent or broker must be equally as 
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careful to avoid selling reporting 
form coverage to any concern, no 
matter how much otherwise ac- 
ceptable, that is unable or unwill- 
ing to submit prompt and accurate 
reports of value. 

In fact, the value report may be 
considered as the foundation of re- 
porting form coverage, for the re- 
port controls the adjustment of 
earned premium, it controls the 
adjustment of losses, and it serves 
as a guide to the underwriter. It 
follows that when value reports are 
delinquent serious delays may be 
experienced in computing renewal 
rates and issuing premium adjust- 
ments, as well as the possibility that 
penalties may be charged to the 
assured on loss adjustments. 

There are two major types of re- 
porting forms, known as Form A 
and Form 1. In general, Form A 
is for smaller assureds, as it may be 
written for single location risks and 
requires a minimum of premium of 
only $200 per account to qualify in 
most territories. No formal applica- 
tion is required for Form A, and 
the rate is based on the specific rate 
at each location, subject to maxi- 
mum coinsurance credit. The pro- 
visional premium is computed by 
multiplying 75 percent of the limit 
of liability times the net specific 
rates. As it is normal to set the limit 
of liability about 25 percent above 
the anticipated peak value, it usu- 
ally happens that the deposit pre- 
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mium does not exceed the premium 
which would have been charged if 
the risk had been written under 
specific coverage with no leeway 
for fluctuating values. Single state 
Form A policies are written by the 
agent on his own policy series, 
merely forwarding the daily report 
to the company via the local rating 
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bureau. Of course, policies with 
coverage outside the agent’s terri- 
tory must be written by the com- 
pany. 

On the other hand, Form 1 is 
designed primarily for larger risks 
that have at least two sizable loca- 
tions and which produce a mini- 
mum premium of $500 per account. 
Under Form 1 the provisional 
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amount is the total of the average 
values at all locations but may not 
be less than the maximum limit of 
liability applicable to any one loca- 
tion. The insured is required to 
submit a signed application with an 
Agent or Broker of Record Letter 
on forms provided by the company. 
With this information the bureau 
can calculate the basic average rate 
and then apply the credits, if any, 
to which the account is eligible 
because of expense savings to com- 
pany because of size, because of 
dispersion of risk, and the efficiency 
of the insured in loss prevention. 


Form 1 policies may be written for 


a term of three years with usual term 
credits of 2% times annual premium 
for those locations eligible for term 
credit added to straight 3 times 
annual premium for those locations 
ineligible to term credit. Because 
of the complicated rating structure, 
Form 1 policies are usually written 
by the company even if single state, 
and, of course, if they are inter- 
state they must be written by the 
insurance company. 

In addition to Form A and 
Form 1 policies, there are other 
important forms but which have 
less general use, known as Form 2, 
Form 4, and Form 5. Form 2 is a 
special form designed to cover 
stock, material and supplies on dis- 
tillery premises only. It is also a 
monthly reporting form and is rated 
similar to Form 1 except that the 
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final rate is not determined until 
expiration, and that the term may 
not exceed one year. 

Unlike other forms already men- 
tioned, Form 4 does not require 
any value reports. It is a CLass 
FLOATER Form designed to cover 
very small limits of liability at un- 
named locations and does not re- 
quire a minimum premium. 

Form 5 does not require any 
value reports, either, but it is writ- 
ten at an average rate. It is some- 
times proposed by insurance men 
when confronted by a large pros- 
pect who is unable to make regular 
value reports and has inventories 
that are not subject to much fluc- 
tuation. However, it is the insured’s 
responsibility to always maintain 
sufficient coverage to comply with 
either the 90 per cent or the 100 
percent coinsurance clause. This 
form requires a minimum premium 
of $500 per account. As may be 
expected, loss adjustments are apt 
to be difficult under this form if 
coverage is inadequate, so the pro- 
ducer must make a special point of 
this feature if he and the company 
are to avoid later unpopularity. 
Form 5 may not be written for a 
term exceeding one year. 

Also, the policyholder must 
comply with the Value Reporting 
Clause, which requires him to sub- 
mit a value report each month 
within thirty days showing values 
at each location on the last day of 





PROTECT FLUCTUATING VALUES 


Facilitate coverage on large special hazard risks at multiple locations 


the month, as well as any specific 
insurance in force. Failure to fully 
comply with the Value Reporting 
Clause may deprive the assured of 
automatic coverage at new locations 
and substitute the last report of 
values submitted for the limit of 
liability at other locations. 
Another important clause attached 
to the reporting form is the Full 
Reporting Clause. This clause, par- 


tially described in the past as the 
Honesty Clause, requires, in effect, 
that the assured be a contributor 
on losses if he under-reports his 
values, regardless of whether such 
under-reporting is intentional or 
accidental. 

Most large concerns to stay in 
business today have to maintain 
accurate inventory records, and 
underwriters do not expect them to 
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change their system just for insur- 
ance purposes. However, it is ob- 
vious that an insured may not re- 
port his values in one manner for 
premium purposes and expect a loss 
settlement to be based on values 
established by a different formula. 
Consequently, companies do require 
the policyholder to make prompt 
reports with sufficient accuracy that 
he is willing to allow his reports to 
control the adjustment of future 
losses. In this connection, for large 
accounts many companies are glad 
to furnish a trained auditor to ac- 
company the producer at a mutu- 
ally convenient time to discuss with 
the insured his method of making 
reports, not with a view to correct- 


ing any previous errors, but rather 
to avoid any mistakes in the future. 

The Premium Adjustment Clause 
explains that the premium charged 
at the inception of the policy is 
provisional only, and is subject to 


adjustment after averaging the 
values which were reported by the 
assured and thereby obtaining the 
actual earned premium. The Pre- 
mium Adjustment Clause provides 
for an additional or return premium, 
but the final adjusted premium may 
not be less than the minimum pre- 
mium. It is well for the producer 
to remember that the insured is 
charged for values reported, even if 
they exceed the limit of liability. 
Although by so reporting, the in- 
sured receives full coverage on par- 


tial losses; these limits should be 
increased or specific coverage ob- 
tained to assure full protection. 

The three following described 
clauses are sometimes known as 
Other Insurance Clauses, their chief 
purpose being to prescribe a method 
for apportioning losses between 
companies interested in the same 
claim. The Contributing Insurance 
Clause provides that the entire 
values need not be protected in one 
policy as long as all policies are 
concurrent. The Specific Insurance 
Clause provides that the policy- 
holder may elect to have part of his 
values protected by specific insur- 
ance. This may be done with Form 
A and Form 2 whenever he chooses. 
However, with Form 1 or Form 5 
specific coverage should be en- 
dorsed on the policy in order to 
protect the rate. The Excess Clause 
provides that reporting coverage is 
excess over specific insurance and 
does not contribute in a loss until 
coverage provided by the specific 
insurance is exhausted. 

In conclusion, it is sincerely be- 
lieved that many of you will find 
some fire accounts you already 
cover on a specific basis that are 
eligible for general cover reporting 
form, and that if you who presently 
control the business don’t bring the 
advantages of reporting form to the 
attention of your insureds, it is quite 
possible that you are opening the 
door for some other insurance man. 





ubhications 





Copies may be obtained by 
writing to: Accident Prevention 
Department, Association of 
Casualty and Surety Companies, 
60 John Street, N. Y. 38. 





O= OF THE SAFETY SERVICE fea- 
tures of the Accident Prevention 
Department of the Association of Cas- 
ualty and Surety Companies is its pub- 
lications program. Previously, most of 
these pamphlets were distributed only 
through member companies but now 
brokers and agents of member com- 
panies can order them at the same 
prices. This page will describe briefly 
in each issue some of the available 
titles. 


“This Is Our Traffic Safety Program” — 
Here is a policy statement of the 
Association setting forth our beliefs 
regarding the broad challenge of safety 
on the streets and highways and out- 
lining a ten point program which the 
Association supports. 10pp., 5” x 9”, 
free. 


“How to Attack the Traffic Accident 
Problem in Your Community.”—This 
blueprint for a local and state action 
based on the recommendations of the 
President’s Highway Safety Confer- 
ence translates broad conference pro- 
posals into terms of specific local 
application. Designed as a guide for 
public officials and public support or- 
ganizations telling them how to deter- 
mine existing needs in the highway 
safety program, where to obtain assist- 
ance in technical studies and the 
methods of building strong programs 
of organized public support and pub- 
lic information. 24 pp., 8%” x 11”, illus- 
trated with charts, diagrams and draw- 
ings. Single copies free. Write for 
quantity quotations. 


“Your Guide to Safe Installation of TV 
Receivers”—This publication is aimed 
at the TV serviceman. It deals with all 
phases of the installation of TV sets 
and particularly with the installation 
of the antenna. The useful table of 
maximum safe unsupported heights for 
various types of antennas and the 
safety factors for snow and wind load- 
ings makes this booklet a handy ref- 
erence and assures that the safe in- 
stallation practices listed will be read. 
24 pp., 3%” x 5%”, illustrated, $4.50 
per 100. 


“Driving Knowledge Quiz’—This in- 
formal quiz composed of fifty items 
with a detachable scoring key, covers 
the field of highway safety and is de- 
signed to permit individuals or groups 
to analyze their driving knowledge. 
Excellent for use in high school driver 
education and commercial vehicle 
driver training. 4 pp., 8%” x 11”. $2.00 
per 100 copies. 
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COPYRIGHT 1954 CARTOONS-OF-THE-MONTH 
“Look at it this way—you're in excellent shape for a man of sixty-five. 
Forget the fact you're only forty-three.” 























2 
SAW ew 
COPYRIGHT 1954 CARTOONS: OF-THE-MONTH 
“Despite his many shortcomings, he never lets a lot of paper work 
accumulate on his desk!” 








AFTER FALLING five floors in a Kansas City garment 
factory, this shows the wreckage of an elevator in which 
two women were killed and eleven other passengers 
were injured. It is believed that a huge weight fell on 
top of the the 


A 


elevator after it hit basement floor. 


Miscellaneous 


THE NEWS | 


TRAVELING ALONG at 50 miles per hour, this 
Indiana motorist lost her left front wheel. The auto 
then went off the road but veered back on again directly 
into the path of the rolling wheel, which stuck in the 
position shown. 


T bulldozer at St. Petersburg’s dumping 
ground crushes potential death traps in the form of 
“junker” ice boxes. More than 100 discarded ice 
boxes have been destroyed by the city after several 
children suffocated earlier this year. 
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TO AVOID striking a running child, this Queens, 
New York, motorist struck a street light pole when 
he was cut off by another automobile. Sign on pole 
marks street crossing lane for school children but 
accident happened on weekend. 


Motor Vehicle 
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WIND SQUALLS of only five minutes duration hit 
a West Glenville, New York, bus company garage 
causing damage estimated at about $10,000. The 
strong winds pushed some of the heavy buses shown 
here more than 50 feet. 


A Storm 
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QUICK RECOVERY from “the most costly indus- 
trial fire in the United States’”’ at General Motors’ 
Livionia, Mich., plant is report Below is the 
gutted interior of the transmissi @ yy; now 
production, after prodigious effort, is normal, 


- a ome P ge * : 
TORNADO DISASTERS in 1953 caused $175,000, 
damage and 468 deaths, the highest death toll in 17 yea 
Destruction was four times more costly than any previo 
year in the country’s history. The above scene shows a do 
town area of Vicksburg, Miss. 
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TRAGEDY STRUCK a Spring Lake Pa Minn., 
when fire gutted this home and took the s of two you 
children, one and four years old. The mother had takea 
older child to school and left the youngsters alone. No o 
knows for certain now what caused the fire. 





3H TIDES and high winds swept along the Atlantic coast- 
p> recently wrecking shore homes and causing destruction 
is shown above at Sea Bright, New Jersey. The protective 
khead at shoreline was breached and debris scattered 
ugh the area by wind and water. 


Sea 


THE SOUTH shore of Connecticut’s coast suf- 
fered under the worst storm recent history as 
this heavily industrialized area was hit by flood 
and wind. In Stamford, an emergency was declared 
and thousands of families had to leave their homes. 


PICTURES 


SH FIRE swept through this crowded Boston tenement 
caused the death of five persons. The blaze mushroomed 
the four-story building and trapped the sleeping tenants 
hout warnir Firemen battled to confine the fire to the 
building. ght persons were hospitalized. 


Fire \ | 


THE FAMOUS Mt. Wilson Observatory in Cali- 
fornia was threatened by a brush fire which raged 
in the canyons near Sierra Madre and burned out 
these summer cabins leaving only the stone foun- 
dations and a few iron remnants of furnishings. 
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EN ROUTE to St. Louis, this crack ‘“Texas Special” \ COMMUTERR railroad train was wrecked on a 
hit a station wagon northeast of Dallas derailing the Schuylkill River bridge as it approached Philadelphia 
engine, several cars, and killing a family of five, with recently with the ahove result. [Two cars left the tracks 
their maid, as well as injuring many of the train and this scene is of the lead coach. Thirty-three pas- 


passengers. sengers were injured and 22 of them were hospitalized. 


4 Train 


THE NEWS IN PICTURES | 


Explosion ¥ 


AN EXPLOSION of undetermined origin wrecked NATURAL GAS, accumulating in this building which 
this Pennsylvania community home and i i housed an oil well parts laboratory and plant, was 
pinned the housewife under brick and f 2 ignited by a workman's spark. The two-story brick 
over fifteen minutes. Her husband, teaching nearby, building in downtown Los Angeles was wrecked with | 
found her in the wreckage suffering from bruises. damage estimated at $200,000 and five persons injured. 








© The liability hazards faced 
by modern business are best 
served by the Comprehensive 
General liability policy in the 
opinion of this author—and he 
tells you why 


Comp General—A Sales Weapon 


HE COMPREHENSIVE GENERAL 

liability policy is well past the 
experimental stage. Since its intro- 
duction in 1941, its value has been 
demonstrated time and time again 
to the complete satisfaction of the 
insured, the producer and the com- 
pany. 

Some producers have done an 
outstanding job in applying the 
Comprehensive General liability 
policy to their insured’s exposure. 
Yet, 
neglecting its use. These producers 
would do to its 
value for all commercial risks, large 


many producers today are 


well reconsider 


or small, prospective or on their 
books, for the following reasons: 
1. The insured is entitled to 
the best protection. 
2. The producers job is to 
provide the best protection. 
The author—Mr. Cornish is assistant secre- 
tary of American Insurance Co. He has 26 
years experience in casualty insurance, pri- 
marily as a fieldman in New Jersey. He jo 
Bankers Indemnity Insurance Co. in 1 
promoted to assistant field supervisor 
1952, and elected assistant secretary 
American in 1952. 
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By FRANK W. CORNISH 


3. If producers do not provide 
the best protection the insured 
may suffer severe financial loss. 

4. The producer who does not 
provide the best protection is 
wide open to the competition of 
the well informed agent, with the 
resultant loss of business, repu- 
tation and income. It’s just as 
simple as that. 

Here are two examples of what 
have in mind: 


First Example— 

A Manufacturers and Contractors 
liability policy was ordered by an 
agent to cover his insured, a plumb- 
ing contractor. The application in- 
dicated only premises-operations 
coverage was selected. Payroll was 
$100,000.00. Information sent in 
with the application indicated this 
risk was a renewal of another com- 
pany. You will agree, I believe, that 
any risk having a payroll of $100,- 
000.00 represents a sizable opera- 
tion, yet two agents had seen fit to 
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be content in providing Manufac- 
turers and Contractors premises-op- 
erations coverage on this important 
risk. 

Of course, you know what is 
coming. This contractor is now 
faced with a substantial claim aris- 
ing out of a “completed operation” 
for which no coverage was provided, 
certainly an exposure most usual to 
the plumbing business. Since there 
was no coverage, the agent is being 
severely criticized and stands to 
lose all of the insured’s business, 
plus loss of reputation. This case 
is not unusual. Similar cases occur 
all too frequently. 


Second Example— 

Another situation involved a siza- 
ble banking institution in a large 
Eastern city. The officials of this 
bank invited our agent to review 
their insurance program and submit 
a written report. Do you suppose 
the public liability exposure of this 
large institution had the benefit of 
the broad protection of a Compre- 
hensive General liability policy? No! 
Instead, an old time individual 
Owners, Landlords and Tenants lia- 
bility policy turned up. 

Now this condition may have 
been due to the fact that the bank 
had a number of agents handling 
their business simply because they 
were depositors. No one agent, ap- 
parently, was sufficiently interested 
to see that the bank officials re- 
ceived proper advice. At least this 
was the story related to the agent 
by the officials. 

The examination, among other 
things, revealed that the bank offi- 
cials had entered into two contrac- 
tual agreements in locating branch 
offices. Both agreements contained 
“Hold-Harmless” clauses. There was 
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no protection for such exposure un- 
der the Owners, Landlords and 
Tenants policy. The investigation 
further revealed the bank was re- 
modeling one of its branch offices 
and building an addition with a 
sizable parking area. This work was 
being done by independent contrac- 
tors. Here again, there was no pro- 
tection under the Owners, Landlords 
and Tenants contract. 

During the review of the report 
when the subject of proper liability 
coverage was being discussed, the 
president of the bank questioned 
the necessity of products coverage, 
inquiring when a bank would have 
such an exposure. The agent replied 
by giving the following illustration. 
A bank in another locality, in an 
endeavor to create new accounts of- 
fered a metal savings bank as an 
inducement to each new depositor. 
A young boy received one of these 
metal savings banks. Unfortunately, 
because of a jagged edge, the boy 
was severely cut and an infection 
set in. The bank was called upon 
to pay damages and eventually ne- 
gotiated settlement for quite a sub- 
stantial sum. This bank did not have 
the proper coverage for this acci- 
dent. 

Needless to say, when the full 
story was told, the proposal to pro- 
tect the bank’s liability under a 
Comprehensive General liability pol- 
icy was quickly accepted. But the 
story did not end at this point. The 
agent making the survey was ap- 
pointed insurance advisor for the 
bank and of course, acquired a 
substantial insurance account. The 
bank officials were so impressed 
with the advice they received that 
upon their recommendation, the 
agent was able to secure several 
additional accounts. 
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This article is not primarily in- 
tended to be a discussion of the 
technical features of the Compre- 
hensive General liability contract. 
Its objective is to stimulate those 
producers who have not as yet ag- 
gressively pushed the sale of this 
policy. However, in this very con- 
nection, it is important to review 
some of the most outstanding fea- 
tures of this contract. 

1. Comprehensive General lia- 
bility insurance is the best meth- 
od devised to date to meet the 
modern business need for com- 
plete coverage against various 
liability hazards under one con- 
tract. 

2. The policy contains two in- 
suring clauses, simply stated and 
intended to cover the entire busi- 
ness operations of the risk: one 
for bodily injury liability and one 
for property damage liability. 

3. There is only one set of bod- 
ily injury limits and one set of 
property damage limits. (Where 
many policies exist, experience 
has shown that the limits of lia- 
bility generally vary, some being 
adequate, others being inade- 
quate. The Comprehensive Gen- 
eral liability policy eliminates 
any variances.) 

4. The single Comprehensive 
General liability policy can re- 
place individual policies such as 
. .. Manufacturers and Contrac- 
tors, Owners, Landlords and 


Tenants, Teams, Elevator, Con- 
tractual, Products, Protective pol- 
icies, plus many endorsements. 
(Single policy reduces the possi- 
bility of lack of coverage, over- 
lapping coverage, and borderline 
situations. The insured has only 
one contract instead of many. 
The advantage to the agent, 


Frank W. Cornish 


among other things, is the re- 
duction in work and cost of 
handling, plus the satisfaction of 
knowing that the best coverage 
available has been provided.) 
5. The poiicy contains five ba- 
sic, understandable exclusions, 
some of which can be eliminated 
by the payment of an additional 
premium if coverage is desired. 
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Contrast this with a Manufac- 
turers and Contractors schedule 
liability policy. I have a Manu- 
facturers and Contractors policy 
before me as I write, get one and 
you will see what I mean. 

6. One of the most attractive 
features of the policy is the auto- 
matic coverage it provides for 
new operations, additional loca- 
tions, additional equipment and 
unanticipated hazards. Contrac- 
tual liability coverage applies, of 
course, only to certain types of 
contracts as defined in the policy. 
As a specific example of the au- 

tomatic coverage, let’s use a com- 

parison with a Manufacturers and 

Contractors or Owners, Landlords 

and Tenants schedule liability con- 

tract. Both of these policies would 
provide only temporary coverage 

(15 days) for additional locations 

acquired during the term of the 

policy. During this 15-day period 
the company must be notified and 
an endorsement issued covering the 
new location. You will note the bur- 
den rests with the insured to notify 
the agent of the changes. The Com- 
prehensive General liability policy 
affords automatic coverage for the 
entire policy period without notifi- 
cation. The additional premium for 
the new location is determined on 
audit and charged for on a pro rata 
basis for the number of months or 
days covered. 

A point that I believe should be 
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reviewed briefly is the tendency on 
the part of some producers to elimi- 
nate certain optional coverages be- 
cause they do not feel they apply 
to a particular risk. You will recall 
there are three optional coverages 
permitted under the rules applying 
to this policy: (1) Products; (2) 
Contractual; (3) Property Damage. 

It is my firm opinion that per- 
mitting the assured to select or re- 
ject these coverages destroys the 
value of this contract. Therefore, it 
is suggested in every instance to 
include products, contractual and 
property damage liability protec- 
tion. 

Virtually all risks have a prod- 
ucts which should be 
covered. Take the example of the 
bank mentioned earlier in this arti- 
cle which distributed metal savings 
banks to new depositors. In spite 
of the fact that it had a Compre- 
hensive General liability policy, it 
had not elected to obtain coverage 
for its product liability exposure. If 
proper consideration had been given 
to the fact that any possible prod- 
ucts exposure could have been cov- 
ered for a relatively low premium 
surely the bank officials would have 
elected to include such protection 
under the contract. 

As to the optional coverage for 
contractual liability, you are aware 
this has reference to contracts or 
agreements entered into by the in- 
sured with other interests under 


exposure 
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. Comprehensive General policy for all risks, large or small 


circumstances whereby the insured 
agrees to “Hold-Harmless” 
other interests. 

It should be borne in mind, how- 
ever, that the election of such 
option does not provide complete 
protection. As you know, the con- 
tractual liability coverage normally 
provided refers to contracts as de- 
fined in the Conditions Section of 
the policy. Therefore, it is the re- 


these 


sponsibility of the producer to: 

1. Make a complete survey of 
his client’s exposure to ascertain 
if any contractual relationship 
exists beyond the types of agree- 
ments covered by the contract, 
and if there are any such agree- 
ments, to submit them to the 
company for rating and, 

2. To impress upon the in- 
sured the necessity of advising 
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his agent whenever any new 

agreements are entered into. 

With reference to the property 
damage exposure of a risk, the im- 
portance of this coverage is fre- 
quently minimized on the theory 
that property damage losses are 
small. This is a completely mistaken 
theory. Your company’s records 
will indicate many sizable prop- 
erty damage claims that will em- 
phasize the necessity of this pro- 
tection. 

I would also like to stress the 
importance of a completed survey 
of a risk upon application forms 
supplied by the company. Proper 
surveys invariably reveal uninsured 
hazards and hazards inadequately 
insured. Having all the information 
is most necessary for the proper 
rating, premium computation and 
complete protection. 

On checking through my files of 
interesting facts and articles on 
insurance I happened across the 
following remarks on the Compre- 
hensive General liability policy. Un- 
fortunately, I do not have the name 
of the author to give him credit. I 
am taking the liberty of repeating 
them in this article, and I am sure 
you will agree they are right to the 
point and are a true evaluation of 
the importance of this contract. 


“1. The Comprehensive General 
liability contract is a broad form 
contract with exclusions reduced to 
a minimum. 


2. Dividing line between specific 
policies is eliminated. The insured 
does not have to worry where one 
coverage begins and another ends. 

8. Possible loopholes between spe- 
cific policies afforded by one com- 
pany and other specific policies 
afforded by another company are 
avoided. 

4. Policies are automatic in that 
they apply to additional hazards or 
exposures as defined, acquired dur- 
ing the policy period. 

5. The policy is broad and inclu- 
sive and the statement of coverage 
is correspondingly simple. 

6. The policy enables the in- 
sureds to buy adequate liability in- 
surance instead of insurance _on 
specific hazards which may or may 
not be the cause of subsequent loss. 

7. The use of the policy enables 
the insured to review his liability 
insurance needs at one time by re- 
ferring to the one contract.” 


To summarize, this form of con- 
tract is practically all risk, as we 
have noted, embracing all hazards 
not excluded, including the un- 
known or unanticipated hazards. 

The Comprehensive General lia- 
bility policy is a working tool de- 
signed for the agent who wishes to 
give his customer professional serv- 
ice. 

No American business man’s pro- 
tection is complete without it. 


Are you interested to give less 
than completely professional serv- 
ices to your clients? 





The insurance safety engineer 
is an expert the smart agent 
will get to know better right 
away — and this author shows 
just what such service will 
mean to the alert producer 


The Agent and The Engineer 


op WORLD IS FULL OF combi- 
nations, like bread and butter 
and salt and pepper, that seem to 
go together naturally, each part 
complementing and giving some- 
thing of value to the other. Insur- 
ance people who don’t know about 
the combination “Agent and Engi- 
neer” should be informed without 
delay. 

The insurance industry is having 
its troubles. Loss experience (par- 
ticularly automobile) is still trouble- 
some and 1953 may be an all-time 
high in number of accidents. As 
claim costs continue to rise, insur- 
ance companies underwrite more 
carefully. As rates go up an agent’s 
clients grumble more loudly. Diffi- 
culties of operation tend to increase. 
Between getting some business, 


The author—Mr. Granniss is the manager of 
the less prevention and engineering depart- 
ment of the Royal-Liverpool group, a position 
held since 1946. He was previously associated 
with Travelers Insurance Co., the National 
Safety Council and the National Conservation 
Bureau. 





By EDWARD R. GRANNISS 





placing it with a good company 
and keeping an organization to- 
gether, the agent too has headaches. 

Fortunately there is the insurance 
company engineer. He costs the 
agent nothing and his time is essen- 
tially dedicated to service of the 
agent’s business. He already has 
proven his value and enjoys high 
standing within the industry. But 
there are opportunities for even 
greater utilization of his abilities. 

The insurance safety engineer is 
a worthy partner for the agent. To 
be sure, casualty and indemnity 
insurance covers a field so broad 
that no one representative can know 
all things. But one engineer does 
not make a department. Mechani- 
cal, chemical, civil and electrical 
engineers and other specialists all 
mutually augment the abilities of 
each other. The composite of engi- 
neering abilities as presented by an 
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insurance company to its agents 
represents a unique and a valuable 


service. 

The principal thought 
this article is to acquaint producers 
with the actual and potential talents 
of company engineers and to up- 
grade the better qualified men into 
positions of greater usefulness. A 
considerable amount of good engi- 
neering time is not now being 
utilized which, properly directed, 
could provide the agent with more, 
higher type, technical service. 

So let’s start off by listing those 
things which the engineer can do, 
and generally is doing, for the bene- 
fit of the agent. 

First, he is interested in so re- 
porting each inspectable risk that 


behind 


it will be properly classified and 
rated. When risks are rated too low, 
the company is denied the full and 
rightful premiums needed to stay 
in business and the agent, of course, 
collects no commission on the de- 
ficiency in premium. Should the 
situation be serious enough, contin- 
gent commissions may be affected. 
On the other hand, should premium 
rates be set too high, a risk may be 
lost easily to competition doing a 
better job of charging fairly for its 
product. The engineer is not essen- 
tially a rate maker but his inspec- 
tions and reports can have a far 
reaching effect on the amount of 
premium paid by an assured. 
There are times, of course, when 
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high rates must be charged on a 
risk because of past accident ex- 
perience. Here again the engineer 
has an opportunity to come to the 
rescue. In fact, engineers welcome 
the challenge presented by com- 
pensation and auto fleet risks with 
debit ratings because the chances 
for noticeable improvement are so 
much greater. 

With certain exceptions, it is on 
the larger, more hazardous and 
higher premium risks that an engi- 
neer can do his best work. Here he 
can develop a complete plan for 
the prevention of accidents and 
afford to make a sufficient number 
of service calls to assure the success 
of his plan, provided of course, 
there is proper cooperation from 
the agent and his assured. Time 
and again, agents hold large risks 
only because of the high caliber 
engineering service the insuring 
company is able to provide. This 
applies to nearly every line of cov- 
erage and particularly where one 
company carries a number of dif- 
ferent lines at a single location. 

The agent has the prime respon- 
sibility for recommending adequate 
insurance protection of his clientele. 
However, the engineer has many 
opportunities to check for proper 
coverage in certain lines during his 
detailed inspection of an assured’s 
premises. There are, for instance, 
the “catastrophe” objects that are 
found in nearly every environment. 
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These include principally elevators, 
boilers, pressure vessels and ma- 
chinery. 

Elevators, falling out of control, 
have injured severely a dozen and 
more persons in a single accident. 
That so few tragic accidents hap- 
pen in elevator operation, in com- 
parison with the millions of pas- 
senger miles traveled, has been due 
in large part to the high caliber of 
insurance inspections. Nevertheless, 
inspectors are still finding many, 
many cars, both passenger and 
freight, which are not receiving 
such service and on which the cus- 
tomer has obtained no insurance 
protection. The reasons usually are 
that someone “assumed” the cov- 
erage had been purchased; a build- 
ing tenant thought the owner had a 
policy or vice versa. Both, of course, 
need their own type of protection. 
The description of hazard in Gen- 
eral Liability policies does not al- 
ways include elevators which then 
must be covered by endorsement. 
It is quite possible for some installa- 
tions to be missed. The situation is 
important enough for the client, the 
agent and the engineer all to check. 

The greatest amount of over- 
sight in the insurance of elevators 
probably comes in the single-rated 
and the comprehensive coverages. 
It is truly amazing on multiple 
location risks how many “head” or 
“central” offices of large assureds 
not only do not know what insur- 


AGENT AND THE ENGINEER 43 


able equipment is installed at their 
various locations, but actually seem 
unable to give a complete list of 
locations. Thus, until such time as 
the joint efforts of the agent and 
the insurance company engineering 
department can develop a complete 
list of insured objects, full cover- 
age may be provided for all acci- 


Edward R. Granniss 


dents but only the premiums for 
those objects listed on the schedule 
are collected. The agent again loses 
his commission on the uncollected 
premiums. Further, no engineering 
service is provided for unlisted ele- 
vators. This makes them more sus- 
ceptible to accident and also may 
cause cities or states to make and 


charge for inspections where local 
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laws so dictate. Fees or charges 
from unexpected sources can be a 
source of great irritation to assureds 
and agents. 

Much of what has been said 
about elevators can be repeated for 
boiler, pressure vessel and machin- 
ery coverages. 

In a recent instance a statewide 
Boiler and Machinery line was 
written by one company, under a 
blanket cover, using the statement 
of equipment of the previous car- 
rier. A profitable experience had 
not been enjoyed. Within the first 
year the new carrier had located 
enough additional objects through 
its more efficient engineering sur- 
veys to almost double the original 
premiums. While the losses were 
reduced but slightly the loss-ratio 
was vastly improved; the company 
will probably continue to under- 
write the risk for a long time and 
the agent will collect larger com- 
missions with small fear of compe- 
tition moving in on him. And the 
engineers of the new carrier wear 
a smile of satisfaction because of 
a job well done. 

Usually, however, victory is less 
spectacular. As a routine procedure, 
engineers uncover here an unin- 
sured pressure vessel, there a com- 
pressor or refrigerating system, a 
jacketed kettle or another motor. 
This is a most important service to 
the assured who might otherwise 
find himself without coverage after 
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an accident. It also serves as “vol- 
ume building” for the agent who 
obviously cannot constantly be on 
the prow] in plants of all his various 
clients. 

An important point is to make 
sure that coverage is carried under 
the most appropriate policy form. 
For instance, legal liability for an 
accident damaging the property of 
others may be covered under Gen- 
eral Liability policy. Such coverage 
is optional and a check will show 
that the limit per accident usually 
is relatively low. Such protection 
is also afforded under a Boiler and 
Machinery policy where, because 
the selection of limits is a matter of 
basic concern, they are usually suf- 
ficient to take care of losses from 
a particular boiler failure. While 
this is purely underwriting, well- 
trained engineers know these nice- 
ties of coverage distinction. 

Considerable inspection work is 
done on open stock burglary cover- 
ages but this is more particularly 
for the protection of the insured 
than to protect the insurance com- 
pany against loss. The policy re- 
quires that there be evidence of 
forceable entry into the premises if 
an assured is to recover with re- 
spect to a burglary loss. It is obvi- 
ous therefore that the protection of 
the premises must be such that en- 
trance cannot be gained without 
use of force that will leave marks of 
entry. Doors, windows, skylights 
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Engineering abilities offered by stock insurance company to its agents 


and all other means of entry should 
be checked and strengthened, if 
necessary, to meet accepted stand- 
ards. 

It is only through qualified in- 
spection service that an assured can 
be certain of receiving the benefit 
of protection provided by the pol- 
icy, and the agent saved the em- 
barrassment of explaining an un- 
covered loss. 


The miscellaneous liability cover- 
ages confront the engineer with just 
about as many technical problems 
as there are hazards for which the 
assured, through his negligence, 
may be liable. Their number is 
legion. Some of these problems are 
hardly worth an engineer’s time 
while others assume considerable 
importance. 

O. L. and T. coverage, dealing 
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largely with the maintenance of 
premises, can be a great time 
waster. There are literally thou- 
sands of such risks of relatively 
small premium value. Their bases 
of premium are area in square feet 
and frontage in lineal feet. A few 
feet more or less make little dif- 
ference in the premium charge. 
With some few exceptions they 
qualify for little more than the most 
routine inspection procedure. On 
risks of this type an agent may 
easily obtain all necessary rating in- 
formation. 

There are other types of liability 
insurance, however, where pre- 
miums are based on payroll, admis- 
sions, receipts, sales, units or loca- 
tions where the assignment of a 
wrong class may make considerable 
difference in cost and where haz- 
ards take on greater significance. In 
product liability coverage it is im- 
portant not only that the product 
perform as advertised but, particu- 
larly from an insurance viewpoint, 
that the possibility of incidental in- 
jury or damage may be discovered 
and, perhaps, removed. Insurance 
laboratories are maintained to pro- 
tect the agent’s customers against 
their own oversights, some of them 
so serious that a concern could be 
put out of business in a short period 
of time. 

Manufacturers’ and Contractor’s 
Liability and Owners or Contrac- 
tor’s Protective Liability coverages 
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introduce important inspection and 
engineering problems and in many 
cases should not be written unless 
expert engineering service is avail- 
able. Time saved by eliminating 
unimportant routine work, which 
may well be performed by non- 
technical personnel, can be spent to 
good advantage on the more com- 
plicated lines. 

There are other lines represent- 
ing considerable premium volume 
in which insurance engineers can 
be used to great advantage but 
where their services are not widely 
employed. 

The marketing of contract bonds 
is a case in point. Performance, 
payment and supply bonds are es- 
sentially tools of engineering and 
as such are familiar to many inur- 
ance engineers. Necessary informa- 
tion in their underwriting includes 
integrity, experience, ability, 
trained staff, suitable equipment, 
resources and credit of the appli- 
cant. Most of these conditions as 
well as others incidental to the local 
environment surrounding a given 
job, are matters of engineering 
judgment. Where conditions war- 
rant, therefore, a report by a com- 
pany engineer on a bond applicant 
may avoid later difficulties. 

As a bond, once issued, cannot 
be cancelled and must run its full 
length, engineering progress reports 
can be invaluable in some cases; 
and, further, should a bond be 





1954 THE 


placed in default it is still some en- 
gineer’s responsibility to see that 
the contract work is completed and 
to salvage whatever may be pos- 
sible from the anticipated loss. 
Company engineers normally do 
but little surety bond work, possibly 
because agents underwriters 
haven’t determined the contribu- 
tions which can be made. 

Wet marine is another insurance 
line readily subject to engineering 
service. Those casualty companies 
which write boiler and machinery 
coverage are particularly well situ- 
ated to give marine service as, in 
the general course of their business, 
they will have hired a number of 
marine engineers already basically 
trained. Any coverage which may 


and 


include fire, lightning, submerged 
reefs, collision, theft, damage to 
the hull or machinery through neg- 


ligence, and even compensation 
and medical payments, is deserving 
of both marine and insurance engi- 
neering attention. 

Inland Marine 
signed to meet the perils that arise 
in the transportation of property 
from one place to another, must 
follow closely upon good engineer- 
ing practices. Included are the va- 
ried risks of common and private 
carriers such as fire, cyclone, tor- 
nado, flood, collision, collapse of 
bridges and theft. Objects of cov- 
erage besides merchandise, may in- 
clude bridges, tunnels, piers, 


coverages de- 
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wharves, various types of storage 
facilities, radio towers and naviga- 
tion beacons; sometimes represent- 
ing tremendous values, with pre- 
mium rate dependent upon such 
engineering factors as type, age 
construction and location. There 
are various conditions calling for 
high grade engineering advice prior 
to coverage, during the life of the 
policy and even after claims are 
presented. Here indeed is a field in 
which the company engineer can 
make much greater contributions to 
his underwriters and agents than 
are being realized at present. 

There are undoubtedly other 
lines in which engineers can be of 
greater value to company agents. 
With the closer association of Fire 
and Casualty operations, casualty 
engineers are getting more and 
more deeply involved in fire engi- 
neering. Fire men are taking over 
casualty assignments—to the benefit 
of everyone. 

It is to be expected, too, that the 
better qualified enineers will take 
on more underwriting responsibili- 
ties, particularly in such indemnity 
lines as boiler and machinery. There 
always has been close contact be- 
tween the engineer and the under- 
writer when it came to risk selec- 
tivity. Why then, with certain im- 
portant exceptions, can’t the man 
who sees the risk, determine its ac- 
ceptability, establish a rate and 
accept the business for his com- 
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pany? This, of course, suggests ideal 
performance, rather than day to day 
procedure but such procedure 
would be more economical and 
avoid delay. Advantages to the pro- 
ducer are obvious. All that is neces- 
sary is the further adequate training 
of engineers in certain underwriting 
procedures. 

Another important function of 
the engineer today is assisting his 
agents in public relations. Accident 
prevention is non-political, non-sec- 
tarian, non-controversial. It bene- 
fits everyone and harms no one. It 
provides the ideal variety of con- 
tacts for the agent interested in new 
business and helps him to cement 
and keep business already on the 
books. Opportunities are many. 

A trained engineer should not be 
used as an errand boy. To send 
him out on missions to measure 
plates of glass, to get rating data on 
small liability, compensation and 
automobile risks, or to check for re- 
newals on the thousands of small 
risks, particularly in classifications 
where no worthwhile engineering 
can be performed, is not only a 
waste of time and money but it 
depresses the morale of a good man. 

Agents who request this kind of 
service from their insuring compa- 
nies, rather than getting the needed 
simple data from their brokers or 
other production men are defeating 


their own opportunities for better 
engineering assistance. 

The average total cost of an in- 
surance company’s field engineer 
today probably runs close to $12,- 
000 annually. Total average cost 
per inspection may be as high as 
$7.00. At these prices insurance 
companies can no longer afford to 
engineer every small premium risk. 
Better engineers, of course, will be 
worth higher salaries, but the re- 
turns also will be proportionately 
higher. It is the good engineer that 
is of real value to the agent. 

While the company engineer 
performs many services for his 
agents, sight must never be lost of 
his main purpose, the prevention 
of accidents. Often, accident pre- 
vention is difficult because of op- 
position raised by certain assureds. 
Here again the agent becomes a 
key man in helping the engineer 
get compliance with his important 
recommendations. It is to every- 
one’s advantage to have a good ac- 
cident record but there are times 
when it takes a lot of hard work. 

The results of an agent and an 
engineer working together in per- 
fect harmony are hard to beat. For 
the agent they are better and more 
business with less worry; for the 
engineer, a more interesting and 
useful occupation and a deep sense 
of satisfaction. 
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Usable Ideas for Today 


Taxinc Ir Too Easy 
One of the nicest things about a 
general insurance agency is that after 
you have it built up to a certain point 
you do not have to sweat about mak- 
ing enough new sales every month to 
pay the grocery bills and house rent. 
But it is one of the worst things about 
it too, because sometimes a fellow 
with a good personality and a lot of 
friends can get along pretty well with- 
out creating a thing, either for his 
companies or his clierits. I wonder for 
example how many out of the 10,000 
plus subscribers to this magazine have 
systematically proposed the following 
lines to all of their clients who should 
have the coverage: Fidelity bonds, 
Business Interruption, Broad Form 
Money & Securities policy? Business 
Interruption is likely to be just as im- 
portant as fire insurance—and some- 
times more. A small fire in the right 
place can shut down a plant for a long 
time, particularly if shortages develop 
as the rearmament program gets going. 
—The Local Agent 


How to Run a Cup Joint 

The story is told of the wag who 
sent ten of his friends a wire of just 
one word, namely, “congratulations.” 
Eight of the ten wrote him a letter of 
thanks, telling of some recent incident 
in their lives of which they believed 
he knew and had congratulated them 
upon. 

It isn’t wrong, this human desire to 
be appreciated, to have others note 
the fine things we do and comment 
upon them. It is a very human, very 
common trait. It is a little grease on 
the axle of life which helps us to carry 
the load without squeaking—if you will 
overlook the aie metaphor. So that 
is why it pays to run a clip joint, 
watching the papers for items of inter- 
est about your friends, prospects and 
policyholders. 

To run your clip joint is simple— 
you clip the article to your letterhead 
and add a little note,—“Wonderful”— 
“Congratulations”—“I’m proud of you” 
—and mail it. 

It takes about five minutes a day to 
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run a first-class clip joint—you will be 
surprised at the results. The finest 
friend I have in the insurance business, 
I made in just this way. It is funny 
but the little things seem to do about 
as much for us in building friendships 
as the big things. 

—Paul Speicher 

The General’s Review 

7 7 7 
Usinc UNCLE SAM 

It doesn’t matter how good your 
product is, or how good the prospect 
is—if you cannot get in to see the 
prospect you cannot make the sale. 
The old adage about having to see 
them to sell them, is still true in the 
field of selling. 

How are you going to get a higher 
percentage of interviews? 

These are several ways which make 
it easier to get through the door to 
the prospect’s office. Among the most 
effective of these methods is the use 
of letters which are sent for the pur- 
pose of making the prospect interested 
enough to give you an opportunity to 
tell your story. 

Too many salesmen depend on the 
letter to do the selling job for them. 
This is too much to expect because 
letters developed by direct mail ex- 
perts seldom produce more than a 3% 
return. Since the return mail will not 
swamp the salesman with orders, many 
men conclude that mailing of letters is 
useless and give up on this very effec- 
tive sales tool. 


—Rough Notes 
7 5 A 7 


Put Ir in Writinc 

Whenever you attempted to sell a 
policy and it is refused, it is a good 
idea to write the insured a nice letter 
thanking him for the business you did 
write and reminding him of the cover- 
age he refused. Keep a copy in his 
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file. You will be surprised how often 
you can use such a letter to silence a 


complaint after a loss. : 
—The Hartford Agent 
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TAILor-MADE 

Instalment buying is now common 
practice on the American merchandis- 
ing scene. It has developed to such an 
extent that unpaid balances total 
many, many millions. These unpaid 
balances are assets which are vital to 
the security of each business selling 
on the instalment plan. They also rep- 
resent merchandise and equipment 
which has passed out of the control of 
the seller into the control of others, 
where it is exposed to loss or damage 
by fire, windstorm, transportation and 
other hazards. 

The deferred payment merchandise 
floater is usually a “tailor-made” con- 
tract, written to meet the particular 
requirements of the assured. Analyze 
your present mercantile accounts and 
bring this vital protection to the at- 
tention of those who need it. It will 
build your prestige as an agent and 
put many dollars in your pocket. 

—The Aetna-izer 
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HicH PropucTIon 

Many industries are now achieving 
record production. Every conceivable 
kind of goods, materials, equipment, 
and supplies is being scteaal in 
great quantities to meet the heavy de- 
mands of a prosperous population and 
the extensive rearmament program. 

Manufacturers, wholesalers, distrib- 
utors, and some retailers have these 
products of industry in transit at their 
risk by railroad, motor truck, railway 
express, airplane, and coastwise steam- 
er. Many shippers are operating with 
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a false understanding of the liability 
of carriers for property in their cus- 
tody and do not realize the need for 
carefully arranged insurance protec- 
tion to fit their specific requirements. 
All shippers need the services of a 
capable agent for guidance in securing 
the protection they need. Inform your- 
self well on the subject of transpor- 
tation insurance so as to be able to 
serve your present and prospective 
clients intelligently. 
—Standgrd Accident Standard Service 
A 7 A 

Up in SMOKE 

At the close of the day’s business 
activities, an insured placed more than 
$2,000 receipts in his combination 
lock fireproof safe. Later that evening 
the entire building was destroyed by 
fire. The safe door was “blown out” 
as a result of the effect of heat and 
water. Result: Currency and other 
contents of the safe were destroyed. 


The loss was paid promptly because 
this insured had purchased a Broad 
Form Money and Securities policy. 
(Reminder: the regular Safe Burglary 
policy does not cover this kind of 


loss.) Moral: “Sell the best—Broad 
Form M & S.” 


—The Travelers Protection 
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Finp Our 
A simple truth, often overlooked, is 
that a little time spent in becoming 
familiar with a prospect’s interests— 
and in acquiring at least a conversa- 
tional knowledge of his particular line 
of business—will often pay dividends. 
Are there any subjects more fascinat- 
ing to the average person than those 
dealing directly with his own tastes, 
desires, hopes and endeavors? Of 
course not! Therefore, since you are 
in the business of selling insurance, 
it behooves you to perform two selling 
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functions: first, to discuss the subject 
at hand in a manner that will be in- 
telligible to the prospect, and second, 
to make him feel that you are just as 
much interested in his business as you 
expect him to be in yours. 
—Fireman’s Fund Record 


a 
BonE Up 

It is said that of 8,000,000 trucks 
operating in this country 56 per cent 
are owned by persons who have only 
one truck, and 85 per cent of all are 
in fleets of less than eight vehicles. A 
pretty good job of covering these 
trucks against damage and for legal 
liability has been done, but most of 
what the trucks carry is uninsured. 
Why not bone up a bit on Motor 
Truck Cargo insurance and make a 
down-the-line canvass of your custom- 
ers owning trucks to see that they are 
insured? If they are truckers for hire, 
you will have to be familiar with the 
shippers form as well as the truck- 
men’s form. 

—The Local Agent 
7 5 
NEVER FORGET 

Have you told your clients about 
the danger of under-insurance? 

One of the best Public Relations 
jobs we can do today . . . and in the 
months to come . . . for ourselves indi- 
vidually and for our business as a 
whole is that of seeing to it that all 
our clients, no matter how modest 
their requirements, carry enough in- 
surance protection to adequately pro- 
tect their assets at today’s values. 

Here is an excellent and an addi- 
tional opportunity to justify the com- 
mission principle, and at the same 
time serve both your clients and your 
agency. 

—Indiana Agent 
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© Business overhead costs are 
constantly mounting and insur- 
ance company management 
is greatly assisted in these 
problems by the Association’s 
Research Department. 


Aid to Insurance Management 


[oo Costs” HAS BEEN, for 
some time, one of the most 
serious problems confronting in- 
surance company management. 
Existing operating costs have been 
mounting because of higher salary 
levels, rents, taxes and miscellane- 
ous office expense. To these have 
been added the costs of services 
such as pension plans, extensive 
welfare programs, etc. In addition, 
state supervision has increased 
considerably through enactment of 
regulatory and uniform accounting 
laws. 

This type of legislation requires 
new breakdowns of operating fig- 
ures which necessitates additional 
expense. All of these factors have, 
inevitably, made insurance com- 
pany management very cost con- 
scious. 

The author—Dr. Lang is manager of this 
Association’s research department. He was 
previously connected with the Pan-American 
Life Insurance Cos., and the Farm Bureau 


Insurance Co., and joined the Association 
in 1944. 


By FRANK LANG, Ph.D. 





To aid member companies in 
their efforts to increase efficiency 
and reduce cost, the Research De- 
partment of the Association of 
Casualty and Surety Companies 
has, for a number of years, been 
giving special emphasis to the field 
of management research. Manage- 
ment research is the application of 
scientific principles to all types of 
management policies and practices. 
It is a factual and objective ap- 
proach, as opposed to a trial and 
error method. 

Our initial management research 
efforts were directed toward study- 
ing the most economical use of 
manpower and reducing the num- 
ber of man-hours required to per- 
form certain operations. Subse- 
quent projects were concerned 
with the interpretation and appli- 
cation of uniform accounting regu- 
lations, and with research to de- 
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termine expense graduation by size 


of risk. 


Workshops on Cost Reduction 
and Control 

The focal point for our present 
management research program is 
the Workshops on Cost Reduction 
and Control, First inaugurated in 
1951, they provide a practical ap- 
proach to specific problems. Based 
on the assumption that joint re- 
search and free exchange of in- 
formation on common problems 
would be of direct help to every- 
body, they are carefully planned 
seminars for the exchange of in- 
formation on various management 
questions. 

Preparation for these Workshops 
takes many months of careful plan- 
ning since this is truly primary 
research, with no textbooks or pub- 
lished articles available. First, sug- 
gestions for subjects to be investi- 
gated are reviewed, and an overall 
theme is selected dealing with a 
problem of particular timeliness. 
Once the overall topic has been 
decided upon, subsidiary topics are 
set up which are limited enough 
in scope so that they can be ex- 
plored in detail during a single 
workshop session, lasting from one 
half to 2 days. The next step is to 
choose a group of experts to serve 
on the panels dealing with the vari- 
ous subtopics. The panel members, 
have a series of 


once selected, 


March 


meetings with the Research De- 
partment staff, during the course of 
which detailed agendas for each 
session are A work 
session usually has 5 or 6 panel 
members, and each one is assigned 
one of the items on the agenda for 
that session. 

Preparation for a _ workshop, 
which includes deciding on an over- 
all topic, outlining detailed agendas 
for each session, doing background 
research, making hotel arrange- 
ments and attending to the vast 
amount of clerical work, usually 


worked out. 


takes about six months. 

A Workshop generally consists 
of 5 or 6 concurrent work sessions 
running for a period of two days. 
Registration for each of these ses- 
sions is limited—usually to one rep- 
resentative from each company—so 
that active participation by all at- 
tendees may be assured. The aver- 
age number of attendees at work 
sessions in the past has been about 
40, Everyone registering for a ses- 
sion receives a copy of the detailed 
agenda so that they can follow, 
item by item, each topic taken up. 
Questions from, and _ discussion 
among, attendees are encouraged 
both during and after the panel 
members’ talks. 

Subject matter taken up in the 
past has ranged all the way from 
points of detailed procedure to 
broad items of general management 
planning for future policy. The first 
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Workshop, held March 21-22, 1951, 
dealt with two problems which 
have an important bearing on cost 
reduction and control, i.e., (1) 


Preservation, Destruction and Re- 
tention of Records, and (2) Elimi- 
nation of Duplication. 

The discussion was confined to 
the major problems of the preser- 
vation, destruction and retention of 
applications or daily reports, and 


although companies reported a 
variety of retention periods, it was 
conceded that with some few ex- 
ceptions, retention periods could 
be greatly reduced. 

On the subject of eliminating 
duplication, the discussion included 
such items as duplication in the 
underwriting functions between 
Branch and Home Offices; duplica- 
tion of files and records; recording 
statistical information on electric 
accounting machine punch cards; 
use of central index; duplication in 
the claim department; duplication 
in collecting and accounting for 
premiums; duplication of safety 
engineering reports; automatic re- 
cording of policy renewals; and the 
terminal digit filing system for ap- 
plications. 

Considerable attention was given 
to elimination of duplication in the 
preparation of policies, typing, 
coding, auditing etc. Many com- 
panies outlined the steps they had 
taken to avoid duplication, either 
by one-write policies, pre-regis- 


id 
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tered single line forms or repro- 
duction processes. 

“Procedures in the Recording of 
Multiple Line Underwriting” was 
the topic of the second Workshop, 
held October 23-24, 1951. 

The two day meeting was di- 
vided into four sessions. The first 
session was devoted to a presenta- 


Frank Lang 


tion of the basic issues, particularly 
those involving problems of cen- 
tralization as opposed to decentral- 
ization which confront the multiple 
line companies in their endeavor 
to process fire and casualty business 
on a uniform basis, 

The second session explored the 
mechanical means of reproducing 
abstracts from the original policy 
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writing. Ditto, Multilith, Ozalid 
and other processes were explained 
and compared. 

The third session considered 
coding and key punching, and in- 
cluded a discussion of coding op- 
erations, either typed or in the ab- 
stract; handposting operations of 
statistical information; balancing 
operations by means of tabulating 
equipment and direct comparison 
by adding machine operations; and 
design of forms for coding and 
punching operations. 

The fourth _ session 
premium accounting and collec- 
tion. Among the items considered 
were methods of accounting, bill- 
ing and recording of collections; 
maintenance of basic records; hand 
vs. machine operations; and short 
cuts and timesavers. 

On display were a sample of 
member companies’ private pas- 
senger automobile forms and ab- 
stracts, illustrating various meth- 
ods of reproducing basic records. 

The third Workshop, held Oc- 
tober 15-16, 1952, introduced a 
much broader phase of company 
management, namely, “Company 
Organization Under Multiple Line 
Underwriting.” Whereas the earlier 
meetings had consisted of general 
seminars only, this meeting offered 
a general seminar on the morning 
of the first day, plus smaller semi- 
nars during the remainder of the 
session. Discussion at the general 


covered 
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seminar, which was led by a panel 
of top executives, dealt with the 
general problem of company organ- 
ization under multiple line under- 
writing. It provided the framework 
for study of the more specific 
phases which were taken up sub- 
sequently in round table discus- 
sions. These small seminars con- 
sidered the following: 

Budgetary Control of Costs 

Possibility of Expense Reduction 
Through Study of Production Costs, 
Other Than Commission 

Economies Through Effective 
Forms Control 

Recruitment and Selection of 
Fieldmen and Underwriters for 
Multiple Line Underwriting 

Training of Underwriters and 
Fieldmen for Multiple Line Op- 
eration . 

The Flow of Work in the Pro- 
cessing of Private Passenger Auto- 
mobile Policies 

The Fourth Workshop, conduc- 
ted on October 21-22, 1953 treated 
the methods of reducing cost and 
improving operational procedures 
in claim handling, and had as its 
overall theme, “The Creation and 
Recording of Claims.” 

During the two days, concurrent 
work sessions were conducted on 
the following subjects: Creation of 
Claim Records; Reserve Methods; 
Autonomy, Authority and Super- 
vision Given to Field Offices; Main- 
tenance of Statistics on Claim De- 
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Centralization vs. decentralization—a pressing management problem today 


velopments; and Destruction of 
Claim Records. At the end of the 
sessions, a General Session was 
held, at which time the chairmen 
of all the panels delivered sum- 
maries of the material discussed in 
their sessions. 


Manual on Cost Reduction 
In view of the great importance 
of the subject matter analyzed at 


these various meetings, as well as 
the tremendous investment put in- 
to these projects on the part of 
both the companies and the Asso- 
ciation staff, considerable thought 
was given to the best manner of 
preserving the results of this prac- 
tical research for permanent refer- 
ence. 

It was decided to make a com- 


plete stenographic transcript of 
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each discussion, which then would 
be condensed, edited, organized 
and analyzed by subject matter. 
Considering that these transcripts 
amount to several thousand pages, 
this constitutes a formidable task 
and is a major research job in it- 
self, particularly since much in- 
formation, including exhibits and 
forms, has to be added to assure 
clarity and completeness. 

The final result is included in a 
special Manual on Cost Reduction 
which is set up in loose-leaf form 
with guide pages and indices for 
easy reference. This serves as the 
nucleus of a growing body of in- 
formation on the all-important sub- 
ject of cost reduction. 

Let me give you an example of 
how we analyzed one topic, name- 
ly, “Flow of Work in Processing 
Private Passenger Car Automobile 
Policies.” First we discussed ways 
in which flow studies should be 
conducted. Should there be a sep- 
arate methods and systems depart- 
ment or should there be a planning 
committee? Who else should be 
charged with the responsibility of 
handling this type of work? To 
whom should such a unit report? 
What are the qualifications of men 
who would do this type of work? 
What is involved in preparing job 
descriptions? We examined specific 
steps in charting a work flow pro- 
gram. The need for a policy regis- 
ter, the relative advantages and 
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disadvantages of entering business 
on the books before or after un- 
derwriting, the use of abstracting 
and indexing, and the relative ad- 
vantages and disadvantages of cod- 
ing in the field or home office were 
considered. Finally, we included a 
number of flow charts taken from 
field studies in company offices. 


Special Management Research 
Projects 

To supplement the findings 
shown in this Manual, we have 
undertaken special research studies 
on specific management problems 
which require more intensive study. 
These special studies have included 
surveys on such topics as com- 
parative cost of company-owned, 
employee-owned, and rented cars, 
and a study of the destruction 
programs of claim records in effect 
in various companies. The latter 
report evaluates such procedures as 
designation of destruction dates, 
authorization of the program, meth- 
ods of destruction used, methods 
available to reconstruct files, etc. 

Let me show you, by a few ex- 
amples, what type of approach we 
are taking in this research and how 
it has assisted company manage- 
ment. 

One of the most pressing man- 
agement problems today is the 
matter of centralization versus de- 
centralization. Should the effort be 
to centralize as many decisions and 
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procedures as possible in the home 
office, or should insurance com- 
panies try to decentralize their op- 
erations and place more and more 
responsibility in the field? 

For business and industry as a 
whole there undoubtedly has been, 
in the last decade, a definite trend 
toward decentralization. In other 
words, business has been dividing 
large or complex companies into a 
group of relatively small businesses 
by product line, by type of op- 
eration, or by area, in order to ob- 
tain components 
managed more efficiently and kept 
in closer touch with local condi- 
tions. 

These considerations 
lidity for insurance companies as 
well as for manufacturing com- 
panies. However, the insurance in- 


which can be 


have va- 


dustry faces some special prob- 
lems, and, in addition, each indi- 
company has 


vidual insurance 
many unique problems it must take 
into account. Thus a trustworthy 
answer to the question of central- 
ization vs. decentralization can be 
provided only by scientific study 
of each particular situation. Fol- 
lowing are some of the points 
which taken into con- 
sideration. 

A good deal of cost reduction is 
likely to be achieved by further 
mechanization of operations, But 
if operations are decentralized to 
the branches, we must supply each 


must be 
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branch with the same equipment, 
which may not be used 
sufficiently to justify its purchase. 
How large a volume of business 
must a branch do in order to justify 
the purchase of such things as key- 
punching equipment and duplicat- 
ing machines? That is a question 
that can be answered only by re- 
search. 

We have to consider not only 
the machines presently available, 
but those likely to be on the market 
in the future. The insurance busi- 
ness is watching with particular 
interest new developments in elec- 
tronics, which may make possible 


may or 


tremendous savings through the 
substitution of machine work for 
human effort. When we hear that 
some of these machines will add 
and subtract 16,666 times per sec- 
ond, divide 2,192 times per sec- 
ond, and recall factors from me- 
mory in 1/12,000,000 of a second, 
we wonder whether we are stand- 
ing on the threshold of a new era. 

This 
nature, is expensive. It could, there- 
fore, be installed only in one or a 
very few offices, which could mean 
that all, or practically all, clerical 
operations might have to be cen- 
tralized near it. Possibilities in this 
field introduce a new element of 
uncertainty, and make it more than 
ever desirable that all organization 
changes be scrutinized carefully 
before they are made. 


equipment, by its very 
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Improvement of Procedures 

To come now to the supple- 
mentary problems of methods and 
procedures, the following are some 
typical examples of questions ex- 
plored. At one time it was standard 
casualty company practice to type 
a policy form and then type an 
“abstract” giving the date needed 
for statistical and accounting rec- 
ords. This meant two distinct op- 
erations. Many companies are still 
doing this, but research has shown 
that there are a number of possible 
ways of eliminating the separate 
typing of the abstract, all of which 


have been tested and found to 


work in individual companies. 
One method, for example, re- 
produces all the records necessary 


for several automobile lines from 
one hectograph master, and is ex- 
tending the use of this to compre- 
hensive personal liability, residence 
burglary, and certain other lines. 
Another is using precarboned sets 
which also make it possible to get 
all the records from one typing. 
Still another has combined the two 
plans and is using a pre-collated 
set in which the second copy is a 
master from which other records 
can be reproduced. 

A fourth plan—in use in at least 
one company—is to reproduce all 
records by Xerography or dry 
photography. Policies are being re- 
designed so that all information 
needed for the abstract is in a four- 
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by-six rectangle in the upper right 
hand corner. After one typing, all 
the necessary copies can then be 
obtained by the photographic proc- 
ess, 

A fifth plan utilizes the rectangle 
idea for all the information which 
must appear in typed form on the 
automobile policy, and types only 
a single master card from which 
records, and the policy itself, may 
be reproduced. The amount of 
typing necessary has been greatly 
reduced by having most of the in- 
formation printed on the policy 
form; thus under “coverages avail- 
able” the typist need only add, for 
example, the letters A and B,— 
which refer to paragraphs in the 
insuring agreement. (This is pos- 
sible because, among other things, 
the number of different limits avail- 
‘able has been cut down and the 
limits stated in the printed portion 
of the policy.) In some cases, com- 
panies have eliminated abstracting 
altogether, and punch directly from 
the dailies. 


Filing Systems 

Another traditional record which 
is being eliminated in some cases 
is the alphabetical index. Since 
most companies file their policies 
by number, it was formerly thought 
necessary to keep another file by 
the names of the assureds so that 
a policy could be quickly located 
if the notice of claim gave only the 





1954 


name. But is this necessary? Re- 
search has shown that it is possible 
to dispense with indexing in the 
home office, as it often duplicates 
work in the branch, and at least 
two companies have found it pos- 
sible to dispense with indexing 
altogether. There are always some 
records kept in the field which 
enable these companies to locate a 
policy, such ‘as the daily reports 
filed alphabetically in the branch. 


Conclusion 
In conclusion, let me stress that 


A Correction 


Due to a typographical error, 
the text of “The New Auto Classi- 


fication Plan” by William H. Brew- 
ster in the January issue of THE 
CasuALTY AND SURETY JOURNAL 
(page 44) reading “Class C remains 
unchanged” should read “Class 3 
remains unchanged” and the para- 
graphs immediately following 
should read: 

The refinement in classification 
of the former Class 1 and 2 risks 
has been made on the basis of the 
relative degree of hazard involved 
in automobile operation; and the 
new rates are related to the various 
recognized hazards to a greater 
degree than formerly. The less 
hazardous risks, estimated at more 
than 50 percent of the private pas- 
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management research can be an in- 
valuable tool to the policy making 
insurance executive, if accepted in 
the right spirit and applied by 
trained technicians. Management 
research challenges all traditional 
methods of doing things; it accepts 
nothing as final. 

Finally, research can predict 
future trends and developments 
which will be likely to affect the 
business and can thereby enable 
management to proceed with great- 
er safety and confidence toward its 
long term goals. 


senger cars insured by National 
Bureau companies, pay a relatively 
smaller share of insurance costs 
than formerly, The more hazardous 
risks, which constitute a minority 
of insured cars, pay a relatively 
larger share than before. 

The relationship of the various 
classes under the new plan as com- 
pared with those under the old 
plan is shown below: 


Class 1 


Class 2 


Class 3 








. .. AUTOMOBILE 
Rail Bird. Mistaking railroad tracks for 
the road to his home, a Peru, Ind., 
motorist was arrested for drunken driv- 
ing when he forced the oncoming train 
to stop, then bawled out the engineer 
for not dimming his lights. ... Sun 
Trailed. After a four-mile chase in 
which he allegedly committed 18 traf- 
fic violations, a Pacoima, Calif., mo- 
torist demanded: “What’s the matter? 
I always drive this way.” .. . Sirens 
Calling. Eleven police cars chased a 
Kansas City driver 17 miles through 
the city and suburbs at 100 mph. He 
told the judge: “I thought the siren 
was an ambulance and only wanted to 
get out of the way.” Fine: $325. Jail: 
60 days. 


... BURGLARY AND THEFT 
Premium Thief. After breaking into an 
Omaha insurance office the burglar ran 


to the street, hailed a taxi, opened the 
door, and discovered too late he had 
boarded a police patrol car. . . . Risky 
Character. Telling police how he and 
two companions in Arlington, Texas, 
robbed a bank of $26,000, the prisoner 
primly declined offer of a cigarette: “I 
don’t have any bad habits.” . . . Rate- 
breaking Bargain. After forcing a Los 
Angeles grocery clerk to hand over 
$1,263.61, the gunman remarked: “You 
can report it as $10,000. If they catch 
me, I'll confess to that sum. Are you 
happy?” . . . Gift Horse. In Houston, 
Texas, ten minutes after his office had 
been robbed of $447, the office man- 
ager was phoned by the thief who 
berated him, “You didn’t have enough 
money over there.” 


... FIRE 
Physics Minor. A 13-year-old school- 
boy in New Zealand was nabbed by 
police after he had set off an explosion 
in a shopwindow of fireworks by fo- 
cusing the sun’s rays with a magnifying 
glass and destroying $44.80 worth of 
stock. . . . Ululant Smoke-eaters. Paw- 
huska, Okla., firemen racing 28 miles 
to help fight a $50,000 blaze in a 
neighboring community, arrived after 
it was all over—then discovered they 
had lost their fire hose en route... . 
Overanxious. Responding to his first 
alarm, a rookie fireman in Portland, 
Me., slid down the pole so hard that 
he broke bones in both feet. 
Censorship. A San Diego, California, 
woman suing for divorce, charged her 
husband, with, among other things, 
setting fire to some papers she was 
reading. 
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